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EXPRESSING PREFERRED STOCK ON THE 
BALANCE SHEET 


By Harry Tuom, Northwestern University 


This topic is just one item of that broad subject called balance 
sheet construction. Another way of stating the problem is: How 
much detail and special information should be shown on the 
balance sheet in connection with preferred stock? 

Capital stock preferences may be classified as to: 


1. Dividends, which may be 


a. Cumulative or non-cumulative 
b. Participating or non-participating 
ec. In form of rights in new stock issues 


2. Convertibility 
3. Assets 
4. Voting power 


As the purpose of a balance sheet is to show the correct financial 
condition of a business as of a given date, stock preferences should 
be expressed in as much detail as is essential tu fulfill this purpose. 
Further, as preferred stock is shown as a part of net worth, the 
problem of expressing preferences narrows down to a discussion of 
the net worth section of the balance sheet. 

Net worth, in its simplest form, consists of one kind of stock 
and surplus, and may be expressed as follows: 


Capital Stock 
Surplus 


Total Net Worth 


Where there are two kinds of stock, common and preferred, the net 
worth is often exhibited thus: 


— 
Case 1 
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Common Stock 
Preferred Stock 
Surplus 


Total Net Worth 


It is fairly evident that the form just shown does not give suf- 
ficient information to one interested in determining the respective 
interests of the two classes of stockholders. A number of questions 
at once arise as to the character of the preferred stock. In the 
first place, is it cumulative or non-cumulative? The common law 
rule, it will be remembered, is that preferred stock is always cum- 
ulative unless it is expressly stated in the preferred stock provisions 
to be non-cumulative.* If the preferred stock is cumulative, Case 
2 may be stated as follows: 


Common Stock 
Cumulative Preferred Stock 
Surplus 


Total Net Worth 


Another question that arises is the rate of dividends on the pre- 
ferred stock, as this is important when considered in connection 
with annual profits. This fact can readily be added to the descrip- 
tion of the stock in the balance sheet, thus: 


Common Stock 
7% Cumulative Preferred Stock 


Total Net Worth 


A variation of Case 4 occurs when there are two or more stocks 
having similar preferences but with different dividend rates. This 
can be shown as follows: 

Common Stock 


7% Cumulative Preferred Stock 
6% Cumulative Preferred Stock 


Total Net Worth 
*Boardman v. Lake Shore, etc., R. R., 84 N. Y. 157; Cook on Corporations, 
Sec. 273. 
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Case 2 

Case 3 

Case 4 
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The question may be raised as to whether it is necessary to state 
on the balance sheet that a preferred stock is cumulative in view 
of the fact that since most preferred stocks are cumulative this 
feature may be taken for granted. Or, is it not sufficient to attach 
the qualifying term only when the stock is non-cumulative? The 
answer is that such a rule is neither safe nor necessary. An exact 
statement will not be misinterpreted, and in this instance the terms 
necessary to convey the exact situation are brief and concise. After 
all is said and done, the most important question in connection with 
preferred stock is whether it is cumulative or non-cumulative, and 
every balance sheet should definitely answer this question. 

A special kind of cumulative preferred stock is stock which has 
guaranteed cumulative dividends. That is, in some cases the div- 
idends are guaranteed by another company, as where a holding 
company guarantees the dividends on the preferred stock of a sub- 
sidiary. On the consolidated balance sheet this situation should 
be shown as follows: 


Common Stock 

7% Cumulative Preferred Stock 

Guaranteed 7% Cumulative Preferred 
Stock of Illinois Co. 

Surplus 


Total Net Worth 


In the case of a balance sheet prepared for the parent company, the 
dividend guaranty can be shown by a footnote as a contingent 
liability. 

Dividends in arrears on cumulative preferred stock may be ex- 
pressed in various ways. One method is as follows: 


Common Stock 

7% Cumulative Preferred Stock 
(Dividends Unpaid 21%) 

Surplus 


Total Net Worth 


The passed dividends could also be indicated by starring the pre- 
ferred stock and appending a footnote to the balance sheet. Again, 
instead of expressing the amount of the unpaid dividend by a per- 


Case 5 
i$ 50,000 
50,000 
25,000 
50,000 
Case 6 
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centage, the years in which the dividends have been passed may 
be stated. 

Another method of showing dividends in arrears is by a reserve, 
as follows: 


Case 7 


7% Cumulative Preferred Stock 

Surplus 

Reserve for Unpaid Cumulative Dividends .. 


Or, instead of appearing as a reserve, the unpaid dividends may be 
added to the preferred stock to show the total preferred stock 
equity, as follows: 


Common Stock 
7% Cumulative Preferred Stock .... 
Add Dividends Unpaid 


Surplus 
$150,000 


Of the three methods illustrated in Cases 6, 7, and 8, the pro- 
cedure in Case 6 (or the variations mentioned in connection there- 
with) is preferred. The methods illustrated in Cases 7 and 8 are 
disadvantageous in that a portion of surplus has been segregated 
without official action of the board of directors, or, if set aside by 
action of the board of directors, is a meaningless appropriation, 
since no dividend has been declared. Furthermore, in case of a 
deficit, neither of these methods could be used except through a 
nominal increase of the amount of the deficiency. 


Preferred stock is sometimes both cumulative and participating. 
The common law rule as to participation is that preferred stock 
participates pro rata with common stock unless the right is ex- 
pressly denied.* If the preferred stock is cumulative and participat- 
ing, this would be expressed thus: 


*Fidelity Trust Co. v. Lehigh Valley R. R., 215 Pa. St. 610; Cook on Corpor- 
ations, Sec. 269. 


4 
Case 8 
000 
53,500 
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Common Stock 

7% Cumulative, Participating 
Preferred Stock 

Surplus 


Total Net Worth 


It is not necessary to state the extent of the participation, as suf- 
ficient information is given by the above to put the reader on 
notice that the preferred stock is participating. 

If preferred stock is non-participating, there is no need to express 
this fact on the balance sheet, inasmuch as this is the usual pro- 
vision, and may be implied when there is no specific statement to 
the contrary. In other words, it is only necessary to express the 
extraordinary provision. 

With respect to the matter of subscription rights, it need only 
be said that preferred stock has the same right as common stock 
to subscribe to new stock issues, and, as this is an inherent right 
of all stockholders, no mention thereof need be made on the balance 
sheet.* 


Convertibility of preferred stock into some other form of security 
is a right of preferred stockholders only when affirmatively given.{ 
As the exercise of this right will affect other security holders, it 
should be indicated in the balance sheet. 


Common Stock 

7% Cumulative, Participating, 
Convertible Preferred Stock 

Surplus 


Total Net Worth 


Here, again, the terms need not be stated as the reader has been 
given notice that the stock is convertible. 
As preferred stock is not usually convertible, no statement need 
be made when preferred stock is not convertible, as this is implied. 
According to the common jaw rule the preferred stock shares 
ratably with the common stock in case of liquidation.t In other 


*Jones v. Concord, ete., R. R., 67 N. H. 119; Cook on Corporations, Sec. 270. 

*Cook on Corporations, Sec. 270. 

tColtrane v. Baltimore, etc., Assov., 110 Fed. 281; Cook on Corporations, 
Sec. 278. 


5 
Case 9 
Case 10 
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words, preferred stock has no preference with respect to assets un- 
less this is affirmatively given. However, no mention of this fact 
need be made in either case, as a balance sheet is ordinarily pre- 
pared from the standpoint of a going and not a liquidating business. 

The question of voting rights on preferred stock is more a prob- 
lem of management than of finance, and it follows that voting priv- 
ilege need not be shown on financial statements. In view of Pro- 
fessor Ripley’s now famous article on voting and non-voting stocks, 
however, accountants may some day be expressing voting rights of 
stock on the balance sheet. 

Preferred stock may have other rights and features. Examples 
are the redemption right, protection through maintenance of min- 
imum net current assets or minimum ratio of current assets to cur- 
rent liabilities, protection through a sinking fund, etc. Inasmuch 
as these are not, strictly speaking, preferences, they are not dis- 
cussed here. 

To what extent do the accounting practices of corporations actually 
conform to the rules suggested above? An examination of published 
sheets shows a marked lack of uniformity. Of course, the purpose 
for which the balance sheet is published‘in any case has some bear- 
ing on this point, but inasmuch as the preferences can be expressed 
briefly and concisely, as illustrated above, a balance sheet should 
give the essential information regardless of the purpose for which 
it was published. 

An example is the consolidated balance sheet for December 31, 
1924, of the United States Steel Corporation, wherein the preferred 
stock was stated as follows: 


Case 11 
Capital Stock of United States Steel Corporation: 


Common 
Preferred 


$868,583,600 


A reference to a financial manual disclosed that the preferred stock 
was cumulative. 


The balance sheet of the Willys-Overland Company at July 31, 
1923, showed preferred stock as follows: 


| 
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Case 12 
Balance—Net Worth—Represented by 
$5,291,439, Reserve for Contingencies, 
and Capital Stock consisting of 221,495 
shares of Preferred of $100 par value, 
and 2,159,758 shares of Common of $25 
par value 


A reference to a financial manual disclosed that the preferred stock 
was cumulative and that dividends were in arrears since Oct., 1920. 

The consolidated balance sheet of Penick & Ford, Ltd., Inc., at 
June 31, 1924, showed preferred stock as follows: 


Case 13 
Capital Stock: 
Preferred 7% Cumulative (dividends unpaid from 
October 1, 1921, to January 1, 1924, when regular 
payment was resumed)—Authorized and issued : 
40,000 Shares of $100 each 
Less in Treasury 2,020 shares 


This case illustrates the parenthetical method of showing dividends 
in arrears. 

The balance sheet of the Virginia-Carolina Chemical Company 
(in receivership) at May 31, 1924, showed preferred stock as follows: 


Case 14 
Preferred Stock: 
Authorized—300,000 shares 
of $100 each $30,000,000.00 


Outstanding— 
(Dividends unpaid since 
April 15, 1921) 


In this case, the dividends in arrears are given by date only, without 
any annual rate being shown. 


Preferred Stock of the Consumers Chem- 
ical Corporation in hands of public (div- 
idends and principal guaranteed by Vir- 
ginia-Carolina Chemical Company) 


Here, again, while the guaranty is stated, the annual dividend rate 
is not stated. 


{ 

| 

| 

$47,746,260 | 

| 

| 

$3,798,000 | 

{ 
$375,000 
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The balance sheet of the Schulze Baking Company at October 9, 
1926, shows preferred stock as follows: 


Case 15 


Capital Stock: 

Preferred Stock 7% Cumulative $100 
par value 

Authorized 20,000 shares ....$2,000,000 


Issued and Outstanding 14,216 shares $1,421,600 
Convertible Preference Stock $3, Cum- 

ulative without par value (Redeemable 

in voluntary liquidation at $65 per 

share) 

Authorized 50,000 shares 

Issued and outstanding, 31,178 shares at 

stated value of 


The interesting feature of this example is the statement concerning 
the redemption of the “Convertible Preference Stock $3 Cumulative” 
at $65 a share. No exact statement is made as regards the priority 


of preference of the 7 per cent cumulative stock and the $3 cum- 
ulative no par stock. 


The balance sheet of the Fisk Rubber Company at October 31, 
1925, showed preferred stock as follows: 


Case 16 


Capital Stock: 
7% Cumulative First Preferred: 
Authorized—249,500 shares, 


$24,950,000 


Outstanding in the hands of 

the public — 185,209 shares 

(Dividends in arrears 26%) $18,520,900 
Management Stock: 

Authorized and issued 

(Dividends in arrears 29%4%) 

7% Cumulative Second Preferred: 
Authorized—100,000 shares, 


Outstanding in the hands of 
the public—10,060 shares 
(Dividends in arrears 30 11/12%) 


8 
| 
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A financial manual shows that the management stock is “7% Cum- 
ulative Second Preferred Stock,” which means that the “Second 
Preferred” really ranks third. The “7% Cumulative Second Pre- 
ferred” is convertible into common stock. 

The balance sheet of the Booth Fisheries Company at May 2, 1925, 
showed preferred stock as follows: 


Case 17 
Preferred 7% Cumulative— 


A financial maaual shows that there are dividends in arrears since 
October, 1920. 


| 

Issued 6,000 shares. 

Less: In Treasury 10,002 shares ................ 1,000,200 | 

$4,999,800 | 


SIMILARITIES OF ACCOUNTING AND 
STATISTICAL METHOD 
By C. R. Rorem, University of Chicago 


Tue Basic RELATIONSHIP 


Accounting and statistics are similar in their uses, for both are 
used as tools of control. They are also similar in their method, 
bearing, so to speak, a family resemblance, for accounting and 
| statistics may be regarded as offspring of the single parent, quant- 
itative method of analysis. The quantitative method of analysis 
| has been very successful in the natural sciences, because most 
natural phenomena can be easily segregated and measured. This 
method has been the basis of many of the important scientific dis- 
coveries of recent years; in fact, it has been asserted that progress 
in the natural sciences has always waited upon the development of 
adequate quantitative technique. In the social sciences also it has 
been maintained that adequate control can only be obtained from 
better quantitative treatment of the phenomena. It is, of course, 
often difficult to measure economic phenomena accurately; never- 
theless the measurement is necessary. The business enterprise or- 
ganized for private profit has accordingly developed a technique 
of measuring and recording its facts, and business policies are now 
formed primarily on the basis of the quantitative data available 
in accounting and statistical reports. 

If we are to consider accounting and statistics as merely types 
of the quantitative method of analysis, the basis for a comparison 
of accounting and statistical methodology must be sought in the 
characteristics of the quantitative method itself. The essential steps 
in the quantitative method—as used by science in general—may be 
said to consist of the following: 


1. Measurement of phenomena 
2. Classification and summarization of data 
3. Interpretation and use of data 


These concepts, if not these specific phrases, have long been familiar 
to the natural scientist and the statistician. They may also be 
readily translated into accounting terms. “Measurement of phenom- 


\ 
; 
| 
4 
| 
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ena” is the problem attacked by the accountant under the head of 
valuation. “Classification and summarization” of the accountant’s 
data are accomplished by double-entry bookkeeping and the prepara- 
tion of periodic reports. “Interpretation and use of summarized 
data” is merely another name for control through accounts, or man- 
agerial accounting. 

Of these processes, it may be noted, the accountant has placed 
most of his emphasis in the past on classifying and summarizing 
data, that is to say, upon bookkeeping and the preparation of re- 
ports. He has too often permitted his valuations to be determined 
by rules of thumb, without regard to peculiar conditions. He has 
also at times ignored the problem of properly interpreting his sum- 
maries for the benefit of those who were to use them. 


MEASUREMENT 


First, what is measurement? Measurement is the process of 
estimating or comparing in terms of a commen unit of magnitude. 
It consist of two parts: (a) selection of a common unit, (b) appli- 
cation of the unit. 

Selection of the Unit. If we wish to estimate the length of any- 
thing, for example a desk, we first decide on some unit of measure- 
ment. We may use the width of one’s hand, the length of a pencil, 
the depth of an ink-well. Very probably we shall use the well known 
units of linear measure—feet and inches. How shall we measure 
a man’s labor? In terms of hours of employment, pounds of mate- 
rial transported, food required to restore energy, or money value of 
the services? Any of these units of measure might be used, and 
each one might be satisfactory for certain purposes. The selection 
of a proper unit depends very largely on the purpose of the meas- 
urement, that is to say, the ultimate use of the data. 


The accountant in his use of the double-entry system limits him-j 
self to the facts of a particular economic enterprise, and to facts‘ 
that can be measured in terms of money. The double-entry system | 
attempts to deal only with exchange values. Cubic contents, 
weight, color, temperature—all important phenomena—are not 
amenable to extensive treatment by the accountant’s system. These 
attributes, if divorced from exchange value, soon lose their sig- 
nificance in the measurement of economic activity. Value is the 
one attribute in terms of which all economic data can be measured. 


q 

i 

q 
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It reduces labor-hours, board-feet, and depreciation to a common 
denominator. 

The statistician neither limits himself to the activities of the 
economic entity nor to the unit of value. He may deal with the 
whole social order, in which an individual business firm is merely 
a type case, or he may center his attention on a particular depart- 
ment or process, without regard to its immediate relation to the 
rest of the enterprise. He may use any significant unit of measure. 
He will select one type of unit in attempting to measure the prestige 
value of public employment, and another type when examining the 
details of muscular activity in a motion study. 

Application of the Unit. After a satisfactory unit has been 
selected, it still remains to apply the unit correctly. And this task 
is not easily accomplished. Suppose we are determining the popula- 
tion of a city. How may we avoid duplications or omissions in the 
census totals? Would a census enumerator from a rival city tend 
to make the same mistakes that a local resident would make? 
Whose report shall be accepted in case of disagreement? Or sup- 
pose that an accountant wishes to determine how much one bus- 
iness man owes another. Will he take the word of the borrower 
or the lender if they are in dispute as to the correct amount? He 
will, of course, probably look for some type of objective evidence 
not affected by personal bias. Cumulative and compensating bias 
create difficulties for the accountant and statistician alike. 

Very often the problem of accounting measurement is simple. 
The accountant finds the interested parties in substantial agree 
ment on the values of most items of property and on the amounts 
involved in most transactions. The problems which arise in the 
measurement of values are a proper part of the study of account- 
ing and statistics, because they are integral parts of the account- 
_ing and statistical processes. The accountant has continually be 
fore him the problem of estimating financial value on the basis of 
technical data. He must solve it some way, and he cannot shift 
the responsibility for valuation by saying that the burden is 
too great. 


CLASSIFICATION AND SUMMARIZATION 


Let us now turn to the next step in the quantitative method: 
classification and summarization. These can be discussed separate- 
ly. The basis of classification, like the unit of measure, will vary 
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with the purpose of the analysis. The technique of classification 
is very similar in accounting and statistics; for example, both make 
use of card systems and of columnar tabulation ‘for the original 
records. There is no fundamental difference between the sales 
tickets and cash slips of a department store clerk and the ques- 
tionnaires and schedules of a statistical investigator. And there 
is much similarity between the statistical editor’s tables and the 
columns of the journal and ledger. The tabulation in each case 
is for the same purpose, for storage of the data pending a re- 
classification and summary. 

The accountant’s recognition of each phenomenon is bilateral. 
Like the proverbial crackerbox, every business transaction has two 
sides (debit and credit), and the results of each side must be sep- 
arately classified by means of dual tabulation. The parallel 
columns of the journal provide the means. These debits and credits 
are subject to and cause changes. The very word transaction 
implies change; consequently the accountant’s classification must 
record change—increase and decrease. Two columns are again 
necessary to provide a dual tabulation, and the account with its 
two sides saves the day. 

The statistician, at the time of the original classification, usually 
looks upon each phenomenon as unilateral. At times, of course, he 
may deal with several variables simultaneously. He may recognize 
height, weight, location, and value in the same table. 

After data have been properly classified, they must be swmmar- 
ized into reports for the use of interested parties. The summarized 
data should be presented promptly and intelligibly, and various 
devices have been used to accomplish this result. Graphic presenta- 
tions are very common; they include straight lines, curves, pic- 
tures, maps, etc. The graphic summaries are easily comprehended, 
but they lack definiteness, and when burdened with detail they are 
usually very intricate. Another device is numerical tabulation— 
rows and columns of figures in groups and sub-groups, with descrip- 
tive titles and subtitles. Typically the accountant has used the 
latter device only, in the forms of the balance sheet and the income 
statement. Charts and graphs, he has felt, were the peculiar de- 
vices of the statistician. But he need not feel that any such sep- 
aration of devices must be made. Summaries are prepared for two 
types of readers. The first type is greatly interested, and is will- 
ing to pore over the columns of a census report or a twenty-page 
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balance sheet. The second type is only mildly interested and pre- 
fers lines, bars, pictures, condensed balance sheets, or statements 
of net earnings. The summarizing devices selected to interest these 
readerg should vary with the nature of the readers rather than 
with the nature of data. Both numerical tabulation and graphic 
summaries possess advantages, and both are at the disposal of ac- 
countants and statisticians. 


INTERPRETATION OF DaTa 


The next step is the interpretation of summarized data. We find 
the accountant and statistician looking for the same characteristics 
in data as the bases for forming their judgments. I wish to call 
attention to four briefly: (1) averages; (2) variations; (3) relation- 
ships; (4) trends. 


Averages. An average has been defined as a “measure of central 
tendency,” and the accountant typically selects an average to rep- 
resent tendency in financial and technical efficiency. The account- 
ant’s “cost” is an average cost, usually the “weighted arithmetic 
mean.” But does an arithmetic mean properly measure the central 
tendency in business costs? Not necessarily. It is possible that 
the “most. frequent cost” (the mode) or the “mid-cost” (the median) 
might be more significant for administrative purposes. Other 
averages used by the accountants are averages of profits, sales, ex- 
penses, inventories. These averages are sometimes computed on a 
time series (months or years), or on a geographical basis (territories 
or firms). An illustration may be cited in the activities of the 
United States Tariff Commission, which is at times called upon 
to recommend adjustments in tariff schedules on the basis of av- 
erage costs in particular industries. The question arises: What 
is average cost? Average cost for individual plants must, of course, 
be computed from data gathered over several operating periods. 
But the Commission usually makes a survey of costs of production 
prevailing in different plants at the same time. The resulting 
average may be higher or lower than the central tendency of pro- 
duction costs in the industry, varying with the prevailing condi- 
tions. The recent discussion of the “bulk-line price” is evidence 
of the inadequacy of an average. 


Variation. Turn for a moment to a consideration of variations 
from the average, the dispersion. The accountant typically does 


; 
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not concern himself with variations from the average. In his de 
termination of costs, he thus closes his eyes to the very important 
problem of “differential” cost—the added cost of increased output. 
This cost is the central consideration in “dumping” excess product 
into a distant territory. Engineers continually use it as the basis 
of recommendations on proposed plant extension, and sales man- 
agers recognize it in planning the distribution of the finished 
product. Differential cost is very important; yet our cost account- 
ing technique has made no provision for dealing with it. The “dif- 
ferential” problem is, of course, present in differential profits, dif- 
ferential sales increases, etc. 

The statistician who wishes to use accounting data must deal 
with the two types of variation suggested above. In the case of the 
Tariff Commission it was necessary to compute a tendency from 
data gathered simultaneously from many concerns. It is possible 
that a tendency estimated on a time series would have been more 
significant. The difficulty in obtaining reliable “time series” ac- 
counting data for statistical studies has made many important 
economic surveys of very doubtful value. The statistician’s raw 
materiai for a thorough analysis of economic conditions is for the 
most part locked up as “confidential” in files of accounting firms 
and business enterprises. 

Relationships. Business men have made good use of ratios in the 
interpretation of data. The accountant’s financial and operating 
ratios bring out important aspects of his periodic reports. Anal- 
yses of successive reports may also give rise to a new kind of re- 
lationship—correlation. 

Correlation is a useful tool in cost determination. Simple cor- 
relaticn of total and departmental expenses has provided the basis 
for imputing many indirect costs. And multiple correlation has 
suggested a basis for reasonable allocation of joint costs. Multiple 
correlation has reduced the number of direct costs that were once 
considered “joint.” The data now being accumulated by this device 
may ultimately establish a basis for the imputation of all costs to 
units of output. 

Correlation may also at some time provide the solution to the 
ever recurring problem of depreciation. What is the proper func- 
tion for a reduction in the value of a fixed asset? Consistent rec- 
ords of fixed asset expenditures and of their variations with differ- 
ing rates of output may give us the answer. The engineer provides 
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a curve of mechanical efficiency. The accountant may ultimately 
develop a curve of value. 

Important correlations may also be developed by studying costs 
and, profit margins at different rates of output and at different 
price levels. The data for such studies must be provided by the 
cost records and profit and loss accounts of representative firms. 
The accountants have collected a great many significant data, 
which, if classified and summarized, might change our whole at- 
titude toward economic activity. Probably these facts will never 
be available to the statisticians. But at any rate a careful study 
of this problem would pave the way for intelligent propaganda 
on such matters as “regulation of output” and “price stabilization.” 

Trends. A word about trends. The statistician loves to discover 
trends; and the data for his trends are often accounting data, sub- 
ject to all the imperfections which such data may have. To il- 
lustrate, let us say that a statistician is in search of a trend of 
prosperity, as revealed by average profits. He assumes a uniform 
basis of allocating profits to particular operating periods. But 
he meets a very real difficulty arising out of income taxation. Over 
a period of time, a business pays less tax under a graduated sched- 
ule by reporting its income gradually, as if it were uniform during 
the years; moreover, changes in the tax rates tend to hasten or de- 
lay the reporting of taxable income, as does also a changing price 
level. All of these conditions—graduated taxes, rate changes, and 
price changes—tend to obscure the data that the student of econom- 
ie conditions wishes to discover. 

And the accountant here also strikes one of the limitations in- 
herent in his use of the pecuniary unit of measure. He makes up 
his comparative statements without regard to the change in the 
value of the dollar. He ignores in his measurements the very im- 
portant fact of change in the unit itself. Is it not desirable that 
comparative statements of financial condition or operation be 
prepared in terms of a stable unit of measure? Some appraisal 
companies have already begun the practical use of index numbers 
in the valuation of plant and equipment. Possibly the time will 
come when no reputable accountant will presume to prepare a re- 
port which ignores the changes in the price-level. 

Uses or Quantitative Data 

The business enterprise has outstripped other agencies in the 

perfection of methods of dealing quantitatively with economic data. 
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This is due to the fact that business is inspired by the profit 
motive, and that quantitative data express this profit accurately 
and reveal methods of increasing it. Quantitative data make pos- 
sible scientific control, with the consequent saving of economic 
energy. As soon as other agencies realize the advantages of quan- 
titative measurement in the solution of their problems, they will 
adopt it more generally as a part of their system of control. Quan- 
titative analysis is not a peculiarity of the present system of private 
property and enterprise; it would be equally important in a social- 
istic industrial order as a means of insuring the wise and careful 
apportionment of social energy. 


DISTINCTIONS BETWEEN ACCOUNTING AND STATISTICAL METHOD 


If accounting and statistics are as similar in methodology as the 
foregoing comments would lead us to believe, what are the dif- 
ferences which justify their treatment as separate studies? Three 
might be mentioned; two of these are fundamental, the third is 
historical. 


A fundamental characteristic of doubleentry accounting is its 


limitation to the data of a specific economic entity, and to the data 
which may be expressed in terms of exchange value. All its records. 
are kept in terms of assets and their ownership. The balance sheet 
equation and the double-entry system distinguish accounting as a 
special type of quantitative method designed to suit a particular 
need. Statistics, on the other hand, deals with the “social organism 
as a whole, and in all its manifestations.” 


Another difference is the frank admission by statistics that it 
deals in estimates and approximations. It attempts to reconcile 
inaccuracies in measurement by special devices, and its whole ap- 
proach is built upon the theory of probability. Accounting on the 
other hand assumes that amounts in the records must be main- 
tained, even though statistical methods might have been used in 
arriving at them. The accountant holds to his figures with unfail- 
ing rigor, as he carries them forward in his series of simultaneous 
equations. 


The historical difference appears in the matter of emphasis. 
Statistics has emphasized the problem of measuring phenomena) 
correctly and of interpreting the data by scientific examination. 
Accounting has until recently ignored valuation and interpretation, 
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centering its attention upon classification and summarization. 

These similarities in accounting and statistics ought to be em- 
phasized in teaching; the two subjects should be taught as specific 
typesyof the quantitative method. The student could thus profit 
from the drill which a study of statistics imposes in securing sig- 
nificant results from scattered measurements and learn the use 
of mathematical tools in the interpretation of summaries. He could 
also be introduced to the mysteries of “double-entry,” with their 
application to the business enterprise. Doubly equipped, he could 
thus reach for whichever tool would work best where he must 
use the quantitative method of analysis. 
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THE PROPER TREATMENT OF DISTRIBUTION COSTS 


By W. B. Castenuouz, LaSalle Hatension University 


The title of this paper insinuates that distribution costs are not 
receiving the proper accounting treatment; this insinuation is in 
reality the premise of this entire thesis. 

Just what is distribution cost? For present purposes, let us limit 
its definition to the activities of a manufacturing concern. Distribu- 
tion costs, in the writer’s opinion, are all those costs, both direct 
and auxiliary, necessary to secure effective distribution of products. 
The concept embraces, therefore, not only the direct activities of 
advertising the products, of securing orders, and of shipping com- 
modities, but concerns itself also with the functions of general 
management insofar as these include the formulation of policies of 
marketing, the direction of the work of the sales management, and 
the provision for the control over the financial factors of the 
business. 

In a manufacturing business, according to the writer’s view, there 
are only two primary and fundamental activities, which should be 
made to embrace all operating factors and the costs attached to 
them; the two activities are those of production and distribution. 
Management and administration, in a manufacturing business or 
in any other business, are not ends in themselves. In manufactur- 
ing the administrative function must concern itself either with 
problems of production or problems of distribution. Financial 
activities of an internal nature over which management has control 
must also be viewed as assisting production and distribution in 
the proportion that these two fundamental divisions utilize the 
funds of the business. 

With production costs this article will not deal at length. It is 
contended, however, that the direct labor, the direct material, and 
the factory overhead that enter into these costs are by no means 
the entire measure of the production function. The share of gen- 
eral management involved in controlling the operations of the 
plant must be costed and viewed as part of production overhead 
expense; there may also be other items now commonly classified 
as general and administrative expense which should be so charged, 
particularly in the group of expenses arising out of the activities 
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of the financial officers of the business. Suffice it to say here that 
the expenses of general management as applied to production offer 
no difficulties in the process of cost loading. The mouthpiece of 
general management in the plant is the plant superintendent or 
works manager. The salaries and expenses of the superintendent’s 
department are not the entire measure of plant supervision. Plant 
supervision cost is the sum of these salaries and expenses and the 
expenses of general management, because general management of 
the factory is expressed through the office of the plant superintend- 
ent. The distribution of this total cost, which is all management 
cost filtering through the plant superintendent, will follow the 
lines adopted for the expenses of plant supervision before con- 
sidering the general management costs. 

Now, if it be assumed that it is possible to pick out the various 
items of so-called administrative and general expenses which apply 
to factory control and operation, there will be left as a residuum 
in the commercial group of expenses the items which measure the 
distribution and financial activities. It is with these that we are 
primarily concerned, and it is contended that these expenses deserve 
the same careful attention from an accounting and operating stand- 
point that accountants now give to the manufacturing costs. It is 
further contended that, in order to allocate these expenses properly 
against specific sales, there must be brought into use principles 
and methods of an analytical character such as are now employed 
in cost accounting. 

It is generally admitted that modern cost accounting methods 
lead to an accurate knowledge of product cost, costs which express 
themselves in the various inventories of manufactured product, and, 
of course, in the inventories in process. Cost accounting methods 
also enable us to recognize and give effect to all the variable produc- 
tion factors that enter into the manufacture of a variety of goods. 
The determination of quantities and values of direct materials and 
direct labor entering into the different products is naturally simple, 
but modern cost accounting procedure also provides for an ac- 
curate loading of factory overhead against each type of product. 
If a particular product goes through a certain line of machine 
processes, it is loaded with only that overhead which is created by 
its utilization of the machines and the plant space through which 
it passes, plus whatever supervisional or auxiliary efforts are re- 
quired for its production. Another product is charged with over- 
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head in the same manner, but probably with entirely different 
amounts because of a different plant and machine utilization. 

Special attention should be called to the fact that in the process 
of cost accounting all manufacturing costs are inventoried and are 
finally expressed in the finished inventory accounts as values; the 
scientific costing process, that is, does not recognize costs as ea- 
penses but as value building factors. In a satisfactory cost system, 
in other words, a perpetual inventory exists not only for raw 
stores and goods in process but for finished products as well. This 
means that when sales are made from finished stocks, no matter 
in what quantity or in what variety, it is a simple process to credit 
the proper stock account and charge Cost of Sales for each and 
every lot of finished stock sold. Further, a separate cost of saies 
account can be established for each type of product sold; it is not 
necessary to apply a general cost of sales against all sales on a fat 
percentage basis. 

The orthodox cost procedure, therefore, permits us to know the 
so-called “gross profit” on each type of product just as that product 
is shipped to customers; and where monthly profit and loss state- 
ments are prepared (as is always the case where a real cost system 
is in force), we know each month what the gross margin or gross 
profit is, because we apply against monthly sales (through cost of 
sales accounts) the actual costs of the specific commodities sold. 
This is logical and proper, as it permits a determination of costs 
independent of actual monthly expenditures. That is, whatever 
amount may be expended during any particular month for labor, 
material, or overhead, the sales of that month are not thereby af- 
fected and the cost of these sales is still the sum of the inventoried 
values of the units of product shipped. 

Why, then, with this object lesson given us by factory cost ac- 
counting, do we utterly disregard scientific principles in the alloca- 
tion of distribution costs to monthly sales? Just as surely as each 
product sale has within it a certain distinct production cost 
element, expressed by its unit cost value, so too must it contain 
a distinct element of distribution cost (including under this head a 
share of administrative control costs and financial expenses). And 
just as the monthly expenditures in the factory do not have the 
slightest direct relation to monthly cost of sales, so the monthly 
expenditures for selling and administrative expenses do not have 
any direct relation to the distribution cost increment properly at- 
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taching to the monthly sales. In cost accounting we disregard the 
monthly factory expenditures; in accounting for the distribution 
costs of monthly sales we should likewise disregard the monthly 
expenditutes for administration and selling activities. 

It is imperative that every effort be made to bring about a real 
cost accounting for distribution costs, so that we may have as a 
complement to a proper production unit cost, expressed in cost 
of sales monthly, an equally reasonable unit distribution cost, a 
cost which will really measure the cost of marketing commodities 
under all the varying conditions existing in different sales ter- 
ritories. It may not be possible or feasible, except where specialty 
sales methods are employed, to determine a unit distribution cost 
by products within sales territories. It will generally suffice to 
fix a territorial unit distribution cost per dollar of estimated ter- 
ritorial sales, bearing in mind that such unit cost will vary in 
practically each territory because of the different selling conditions 
existing in the territories. Naturally, this process will work best 
when combined with a plan of budgetary control. 

After the territorial unit distribution costs (per dollar of sales) 
have been determined for any particular industry (it being admitted 
that the methods of determination may vary), it should be a simple 
matter to prepare reasonable and valuable monthly profit and loss 
statements. Sales can be analyzed monthly by territories or sales 
districts; from these sales can be deducted the various production 
unit costs or costs of sales, and from the remaining gross margins 
can be deducted the applicable territorial distribution costs per 
dollar of sales. The territorial distribution costs, naturally, must 
be determined from a thorough analysis of the distribution prob- 
lems in each territory. 

The result of this suggested accounting or statistical procedure 
will be the disclosure of the net operating profit by territories, and 
the combination of all territorial profits each month will represent 
a true monthly profit on monthly sales, no matter how the monthly 
sales may fluctuate or how the actual monthly expenditures for sell- 
ing or administration may vary. 

Why should we disregard the actual monthly expenditures for 
administrative and selling activities in the same way that we dis- 
regard the actual monthly expenditures in the factory? Because 
the monthly expenditures, in both cases, have nothing to do with 
the costs and expenses inherent in the sales of any particular 
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month. The goods that are shipped one month may have been 
made months before and they may have been sold months before. 
Business is not a monthly proposition. A business enterprise is a 
continuous stream of policies and operations, and the month or the 
year are merely arbitrary periods by means of which the develop- 
ment of the concern may be gauged. Certainly no reasonable meas- 
ure of profits may be had monthly by deducting from the income 
factor (sales), expense and cost increments that are not in that 
factor, and that have no definite relation to that factor as it 
appears monthly. It often happens in seasonal or partly seasonal 
industries that sales during some particular month may be very 
small, in fact, almost negligible; at the same time the actual ex- 
penditures for selling commodities may be at their maximum. It 
would be manifestly absurd in such a case to deduct these actual 
expenditures from the limited sales, merely because both events 
occurred during a particular month. It would be equally absurd 
to consider actual monthly expenditures for administrative pur- 
poses as a charge against those limited sales. 

Assuming that all commercial costs (administrative, selling, and 
financial) can be placed in three pools, namely, production, distribu- 
tion, and financial, we can readily see that the determination of 
unit distribution costs by sales territories per dollar of sales is 
very similar to the determination of unit production costs in the 
factory. There are certain direct selling costs and advertising that 
can be allocated to territories at once, just as the cost accountant 
allocates departmental overhead arising within each department 
directly. There are indirect distribution costs that correspond to 
non-departmental overhead in the plant, and these can probably 
be allocated to the territories on the basis of relative direct charges, 
or upon whatever basis any particular case may disclose as most 
logical. And, finally, when we come to sales management, which is 
the combined activity of the sales manager and the general manager, 
insofar as the latter gives time and attention to distribution prob- 
lems, the allocation to territories may possibly follow the line 
of personnel control. The financial expenses, which should pre- 
viously have been distributed as between total production and total 
distribution costs (non-inclusive of the financial costs), can then 
be charged to territories on the basis of the relative totals of all 
other costs and expenses already lodged against them. 

A monthly profit and loss statement, as based upon the theories 
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and recommendations just propounded, would appear as follows: 


Month of 


TERRITORY A TreRRITORY B TOTAL 
Product X Product Y Product X Product Y 


$40,009 $50,000 $190,000 
24,000 25,000 105,000 


Gross Margin $16,000 $25,000 $ 85,000 


Territorial Gross Margin $44,000 $41,000 $ 85,000 
Territorial Distribution Costs— 
Per Dollar of Sales 30,000 22,500 52,500 


(Thirty cents) (Twenty-five cents) 


Net Operating Profit .... $14,000 $18,500 $ 32,500 
Less Interest on Borrowed Funds 


Final Net Business Profit 


The accounting procedure, in case the proposed plans are in- 
corporated in the accounts, is simple. ‘Using the above illustration 
of a monthly profit and loss statement, the entries would be: 


$52,500 

To Reserve for Distribution Costs $52,500 
To record the unit territorial distribution costs to 
sales made as follows: 
Territory A—$100,000 at .30 
Territory B— 90,000 at .25 . 


The actual monthly expenditures for distribution costs could 
either be charged against the Reserve for Distribution Costs, or, 
preferably, to an account which might be called “Deferred Distribu- 
tion Costs.” At the end of each year, if estimates are accurate, 
the deferred account and the reserve account should be approx- 
imately the same, and, if conditions warrant the procedure, any 
difference existing between the two may be charged or credited to 
Profit and Loss or may be written into the distribution cost ac- 
count as an adjustment for the year. 

It is hardly necessary to go into the details of how the various 
commercial costs should be placed in production, distribution, or 


Sales... $40,000 
i Cost of Sales .... 36,000 20,000 
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financial expense pools. The procedure should vary in accordance 
with the functional factors in various manufacturing institutions. 
It is better simply to recommend that manufacturing industries 
be functionally organized so that all costs and expenses can be 
charged in accordance with a plan of functional control, providing 
the three distinct groups of activities, that is, production, distribu- 
tion, and financing. If such a functional organization is worked 
out, and is controlled by a thorough budgetary procedure, the cost 
and expense allocations will follow the planning and will thus be 
largely predetermined. It is to be hoped that the accounting of 
the future will be an accounting for the future, rather than a 
history. Let that future be based, of course, upon past perform- 
ances combed of their weaknesses, upon present conditions, and 
upon sane prospects. 

Cost accounting, as heretofore indicated, is a process of building 
up values; these values are represented in the costs themselves, 
and they are always present in the inventories. The whole process 
is one of incorporating into unit product costs the entire direct 
and indirect costs and expenses of factory operation and express- 
ing these costs and expenses as costs of sales on the one hand and 
as values or assets of the business on the other. This procedure 
was doubtless prompted by the theory that manufacturing costs are 
recoverable through sales and are therefore value creating, and by 
the methods of cost accounting themselves, since these methods re- 
quire the building up of perpetual inventories in order that the 
sales be properly costed. Here lies the root of what may be called 
the “gross profit fallacy.” Business is concerned with values, and, 
if the unit production costs are regarded as values, to the exclusion 
of other costs and expenses, it is quite natural to conclude that 
when these manufacturing cost values are disposed of, the dif- 
ference between them and the values received through sales is a 
“profit.” Let us bear in mind, however, that the components of 
manufacturing cost values have changed and increased in number 
just as cost accounting has developed. In the early days of cost 
accounting only the prime factors of factory cost, direct labor and 
direct material, were included in inventories. Items like deprecia- 
tion, insurance, and taxes were placed in the general expense 
group, and, in fact, items like depreciation were sometimes not 
treated as costs at all, but were viewed as provisions out of surplus. 
At present, however, manufacturing cost values, and the values of 
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partially and fully completed products, contain not only prime 
costs but all those items of factory overhead which were formerly 
regarded as general expenses. In other words, the cost accounting 
process has taken a lot of elements out of the so-called “expense” 
class and has made values of them. 

The writer is advocating the adoption of cost accounting prin- 
ciples to the whole group of commercial costs and expenses, and 
he hopes that these costs and expenses also may some day be viewed 
in accounting procedure as creating values. The hope should be 
realized, because we must admit that the commercial costs do 
create values, values that are in every sense as fully recoverable 
as the manufacturing costs. The object of all business is to recover, 
through sales or through other income producing factors, all costs 
and expenses, irrespective of their nature, and a profit besides. All 
costs and expenses may therefore be regarded as creating values, 
except in those few cases where human folly prompts a manufac- 
turer to produce goods for which no demand exists or for which 
no demand may be created; and, in the latter case, the thought 
comes that even his manufacturing cost would not be inventoriable. 
The writer has never been able to appreciate why the inventory 
point was established at the total manufacturing cost point, espe- 
cially when he remembers that even that point has shifted mightily 
forward. It may be prophesied that it is going to shift some more, 
and that finally all costs and business expenses will be included. 

Inventories certainly should not include a profit, but they should 
include the cost values that it is the entire object of business to 
create and recover. Why draw the line between one group of 
expenses and another group when both are the potential of income 
or sales? 

The inclusion of commercial costs in inventories, although not 
recognized as correct by governmental bodies and accountants 
generally, is already a fact in some instances. The lithographer 
and special job printer quite generally include commercial over- 
head in their cost calculations, and insurance adjusters have rec- 
ognized these values as recoverable, at least so far as finished 
stocks are concerned; in other words, the market values of finished 
commodities are their sales values, in most cases, and surely their 
proper cost values are, at least, the sum of the manufacturing costs 
and the commercial costs. This leads to the dictum that all costs 
and expenses that are recoverable are values, and not losses, and 
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that, in reality, they are never viewed as losses. Why not recognize 
them as values in accounting? 

How finished goods on hand at the end of the year are to be 
inventoried so as to include the commercial costs is a problem 
presenting some difficulties, because it may not be known to what 
particular sales districts the goods are to be shipped, and we al- 
ready know that the unit distribution costs vary territorially. If 
sufficient orders are on hand (and there generally are) or if, per- 
haps, a plan of budgetary control is in force, it would be an easy 
task to add the respective unit distribution costs in accordance 
with the planned distribution of the inventory. Otherwise a gen- 
eral rate of overhead covering commercial costs might be added 
as part of the regular costing process. This would require a re- 
serve for commercial costs as the commodities were put into finished, 
stocks. As goods were shipped, the inventory accounts would be 
credited with their.full cost values, giving effect to the variable 
territorial distribution costs, and unit distribution costs would be 
charged. Inventories at the end of each year could then be ad- 
justed through the reserve for commercial costs to give expression 
to either a general loading rate used throughout the year or to a 
corrected rate based upon the actual costs of the year. Finally, 
if none of these methods are to be used, the inventories may re- 
main at manufacturing cost figures, because the recommended pro- 
cedure with reference to distribution costs has, at any rate, proper- 
ly directed those distribution costs against all sales as they were 
made from month to month. 


ASPECTS OF PUBLIC UTILITY INCOME AND EXPENSE 


By P. TayLor, University of Kentucky 


Considering the breadth of the subject, the nature of the dis- 
cussion is necessarily that of a summarization and is not exhaustive. 

During the last decade, public utilities have given rise to many 
knotty problems, and much comment has been heard, pro and con, 
as to the reasonableness of their income and expenses. It is with 
such comments in mind that this investigation is undertaken, with 
the hope that some light may be thrown on this aspect of utility 
companies. A public utility is commonly thought of as a natural 
monopoly, but a regulated one, which does not settle its own rates. 
It is under the jurisdiction of the various regulatory commissions 
which are found in all states with the exception of Delaware and 
Kentucky. Incidentally, there is a railroad commission in the 
latter state, which, thus far, has confined its operations to railways 
alone, but at present there is a movement on foot to have the 
utilities of Kentucky placed under the control of the railroad com- 
mission. These commissions are supposed to set the utility rates 
at that point which will yield a reasonable rate of return on “fair 
value,” plus enough to cover operating expenses, but the more or 
less familiar discussions and decisions as to what “fair value” and 
a reasonable rate of return are, and the methods of determining 
them, will be passed by here. Instead, it is proposed that the gross, 
net operating, and net income of the utilities be examined in their 
relation to some of the other values and costs, and that some of 
the major operating expenses be subjected to a survey as to what 
they include, their reasonableness, and their relation to total oper- 
ating expenses. 

For this purpose, twenty Class A operating utility properties, 
five each from the water, telephone, gas, and electric light and 
power industries, whose detailed financial statements were readily 
accessible, have been selected, and some of the common financial 
and operating relationships calculated. The period covered for 
each company is the years 1917-1924, inclusive. Certain adjust- 
ments in the statements of these companies have been made, such 
as the elimination from the balance sheet of values placed on con- 
struction work in progress, investment in securities of other com- 
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panies, unamortized debt discount and expense, treasury stock, and 
premium and discount on the sale of capital stock. This has been 
done under the theory that they do not represent values upon which 
the utility should be expected to earn a return through the primary 
operations of the business. 

Perhaps it is unnecessary to so state, but the statistics given 
here are not based upon data sufficiently inclusive to warrant read- 
ing any broad or general trends from them, except insofar as the 
particular companies included are concerned. 


Table Showing the Range in the Percentage of Increase in ;the 
Items Indicated, for 1924 as Compared with 1917 


Electric Water Telephone 

From To From To From To 

Operating Earnings é 80.6 1695 359 99.0 59.5 219.3 
Operating Expenses ‘ 66.5 213.1 324 1218 55.8 202.6 
Total Assets .......000.00.... 38 882 43.3 150.5 7.0 55.1 9.6 235.7 
46 283.0 974 231.2 113 340.4 5 223.8 


Average Operating Ratios (Percent- Average Turnover on Total Capital 
age of Operating Erpense to (Percentage of Total Operating 
Operating Income) Income to Total Assets) 


Gas Electric 1 Water 
68.3 x 10.5 
73.6 10.7 
73.4 11.6 
87.0 J 12.2 
73.8 ‘ 134 
69.4 13.8 
68.9 15.0 
65.8 . 13.1 


Average Ratio of Net Income Average Percentage of Net Income 
Net Worth Retained in the Business 


Water i Water 
1917 7.38 . 9.3 24.6* 
1918 6.0 . 4.7 10.7 
1919 6.8 16.7 5.0 
1920 4.0 52.0* 30.1 
1921 5.5 19.7 38.9 
1922 7A 10.7 47.8 
1923 7.4 .4 . 37.2 
1924 TA . . 4 3.8 35.9 


* Indicates a deficit. * Indicates a deficit. 


Water Gas Electric Tel. 
1917 50.3 20.6 28.9 25.9 
1918 52.9 20.1 28.3 19.7 
1919 50.5 26.3 31.1 26.1 
1920 62.5 25.9 35.4 27.9 
1921 56.9 24.9 36.9 29.2 4 
1922 55.1 28.6 26.7 32.4 
1923 55.2 28.3 33.4 32.6 
1924 9 55.8 29.7 29.7 30.9 
Electric Tel. 
68.9 33.8 
95.8 443 
90.0 62.6* 
63.8 29.4 
713 43.8 
51.0 346 
722 60.2 
66.2 50.9 
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It is taken for granted that the general purpose of the four re- 
lationships shown in the tables above is understood. Many inter- 
esting conclusions may be read from the statistics, but only the out- 
standing ones are mentioned here. Perhaps the first noticeable 
characteristic is the lack of uniformity, which is due, in large 
measure, to the fact that they cover the war period. A much wider 
range in increase is noted in the operating expenses than in the 
operating earnings. In other words, they have both increased, but 
the earnings have failed to keep pace with the expenses. This is 
a natural result of the unprecedented tendency toward consolida- 
tion of utility companies during the past few years, which has 
brought large-scale production with its accompanying economies, 
permitting operating on a narrower margin. It should also be 
brought out here that a relatively large amount of operating earn- 
ings in public utilities is used to meet operating expenses, water 
companies having the widest margin, followed in order by the 
telephone, electric, and gas companies. 

The turnover on total capital is very slow, from three to ten 
years being required to turn the capital once. This is character- 
istic of an industry which sells a service and has a large fixed 
investment, as contrasted with one which sells commodities. It 
is not uncommon to find from ninety to ninety-five per cent of the 
total assets of a utility to be of a fixed nature. Nevertheless, as 
is shown by the ratio of net income to net worth, the earnings are 
generally satisfactory. 

The percentage of profits retained in the business is very high 
in some cases, but this means little unless the amount of profit 
so retained is also considered. In every case where 100 per cent 
of the net income was turned back into the business, it was of a 
relatively negligible amount and not sufficiently large to warrant 
the declaration of a dividend. However, the more startling dis- 
covery in connection with this ratio is that a number of the com- 
panies exhibited deficits for the year, after the declaration of div- 
idends. Such a procedure, of course, could not continue year after 
year, but in most cases where this was done, sufficient surplus 
had been accumulated in prior years to warrant the action. These 
figures also show that utilities cannot rely upon profits as a source 
of building up the business, unless dividends are foregone. This 
is true since they are expected to earn only a reasonable rate of 
return on fair value, but many utility companies have, through 
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exceptionally good management, been able to build up high rates 
of earnings. In this situation it can hardly be expected that the 
good manager should be required to charge a less rate for his 
services than the poor manager. Utility commissions have univer- 
sally refused to interfere with the management of the companies, 
except through reducing charges which were obviously exorbitant, 
caused by poor management. 

Public utilities are in a position to operate on a thin equity. 
This is brought out by the fact that the increase in net worth has 
not been as rapid as the increase in total assets, operating earnings, 
and operating expenses. In fact, in one or two instances the net 
worth has actually been reduced. Since their net income is rel- 
atively stable and may be forecast with greater ease than other 
industries, utilities resort to bonds, in a large measure, as a means 
of financing. 

Turning now to some of the specific items of operating expenses, 
we find that depreciation is one of the most troublesome. Begin- 
ning with the U. 8S. Supreme Court decision in the Knoxville Water- 
works case in 1909, depreciation in public utilities has been and 
still is being defined, calculated, and recorded in many different 
ways. Accountants who have worked with public utilities have a 
reasonably uniform conception of what depreciation is. The numer- 
ous definitions which have been given in various rate cases may be 
summed up about as follows: Depreciation is that loss in value, or 
that necessary element of cost caused by wear and tear through 
use and decay, and caused by the process through which units 
gradually cease to be useful or profitable as part of the property, 
on account of changed conditions. 

At present the necessity of providing for depreciation is not 
questioned and the commissions universally require its inclusion as 
an element of cost. In fact, they have refused to allow depreciation 
which has not been cared for in past periods to affect the operating 
expenses as estimated for rate-making purposes. However, they do 
allow the undepreciated value of property which has become in- 
adequate or obsolete to be. charged to an abandoned property ac- 
count and written into the operating expenses over a reasonable 
number of years. This, of course, is the viewpoint of expressing 
depreciation in the profit and loss statement, as distinct from stat- 
ing the value of an asset for rate-making purposes. As an example 
of what is often done from the latter view, the court, in the well 
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known Minnesota rate cases, freely admitted that depreciation 
existed in the properties, yet nothing was deducted from the 
estimated cost of reproduction in fixing “fair value.” Regardless 
of the treatment depreciation receives in determining “fair value,” 
it must always be included in the operating expense of the utility. 

However, the same degree of harmony has not been reached in 
connection with the method of calculating depreciation. As a rule, 
the commissions have followed either the straight-line or the sink- 
ing-fund methods, the former being the favorite. The sinking-fund 
method has been most widely used by the state commissions of 
California, Oregon, Washington, and Wisconsin, while the com- 
missions of Illinois, New York, Michigan, and Missouri have 
definitely stated their preference for the straight-line method. The 
sinking-fund method works best when applied to that part of a 
utility property which has a long life, such as water and gas mains, 
but its adoption has been hindered by the complicated calculation 
necessary in applying it. It has been demonstrated that, from the 
standpoint of valuation, in the long run, there is little difference 
in the effect on both the investor and the ratepayer, whether the 
straight-line or the sinking-fund method is used. 

After all, the method of calculating depreciation is not so im- 
portant. No set rules can be formulated for its determination, for 
it is distinctly characteristic of the particular business. More 
important is the basis for depreciation. In this connection, the 
courts and commissions, as a rule, agree with accountants that the 
proper basis is the cost of the asset, installed and ready for use, 
less an estimated scrap value. If other than cost is used as a basis, 
the operating expenses and .the net income of the company will 
be either over- or under-stated. However, utility commissions have 
occasionally sanctioned other bases, such as a percentage of gross 
earnings, a percentage of outstanding capital stock, or a percentage 
of reproduction cost, but these bases bear little or no relation to 
the amount of depreciation. 

The method of recording utility depreciation is, as a rule, not 
different from the methods followed in other concerns, hence only 
peculiarities are mentioned here. In most cases the valuation re- 
serve is created, but in street railway and interurban companies, 
where experience shows that assets such as rails and ties are re- 
placed at a fairly uniform rate year after year, the entire cost of 
the replacement is often charged to the maintenance accounts and 
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no reserve is created. This procedure has given rise to a sharp 
practice on the part of some utility companies, when the question 
of rates arises. Not infrequently, they have succeeded in getting 
a value placed on the rails and ties and having this value included 
in the rate base. At the same time the operating expenses have 
been made to include not only the entire cost of replacing the ties 
and rails, but a charge for depreciation of them as well. Unless 
careful and complete recording is done, and a careful audit for 
rate purposes is made, the consumer is likely to suffer from this 
practice, but charging replacements to operating expenses does cost 
the ratepayer less, provided it is remembered that they were so 
treated in arriving at a rate base. However, it seems that the 
correct procedure, from the standpoint of the balance sheet, would 
be to adjust the capital account by the amount of the increase or 
decrease of the cost of the new assets over the old ones. 

Another problem in recording depreciation has been raised by a 
few commissions, particularly the Indiana commission, where the 
utilities for a time were required to fund the depreciation reserve. 
This practice is commonly looked upon as placing too much 
emphasis on conservatism and has almost disappeared, especially 
since the utilities were allowed to borrow from the fund they had 
created by substituting notes signed by the company for the cash 
in the fund. This resulted in the fund containing nothing except 
the company’s own notes payable, which were never expected to be 
paid. 

The definition of depreciation given above indicates that there 
is a functional element in utility depreciation. In general, it is 
very difficult to express obsolescence and inadequacy through the 
periodical depreciation charges, on account of the uncertainty as 
to their time of taking place and their amount. For reasons such 
as these, the theory might be advanced that obsolescence and in- 
adequacy should receive no accounting treatment until they actual- 
ly take place. This is a theory which, like a great many others, 
has arguments both for and against it. In its favor it may be said 
that a public utility which is once established is expected to keep 
on rendering service indefinitely, and is not like the trading or 
manufacturing concern which is not obliged to stay in existence 
after its first plant has been worn out, or has become obsolete or 
inadequate. In the latter case, it is necessary to try to predict 
obsolescence and inadequacy and make provision for it in advance. 
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In electric, gas, water, and telephone utilities, property becomes ob- 
solete or inadequate because other equipment and methods are in- 
troduced which bring about better service at a lower cost. When 
the new equipment and methods are placed in operation, it is the 
consuming public from that point on which receives the benefit of 
this reduced cost and improved service, and they should pay for 
it instead of burdening the consumer of the past with estimated 
charges for obsolescence and inadequacy. If such a theory is fol- 
lowed in practice, nothing will be included in the operating ex- 
penses for the functional side of depreciation until the property is 
actually superseded. That portion of the cost of the asset, less any 
scrap value, which has not been placed in the cost of production 
through depreciation charges, will then be worked into the cost 
of the product in the future over a reasonable number of years. 

Possible exceptions to this theory are natural gas companies and 
heating utilities. The former’s equipment is likely to become ob- 
solete when the supply of gas is exhausted, but cases are found 
where these companies use a large portion of their old equipment 
in the manufacture of artificial gas. Heating utilities have been 
gradually disappearing, because they cannot meet the competition 
of other sources of heating service. 

On the other side of this theory, it should be stated that where 
it is applied, there is a tendency not to provide for obsolescence 
and inadequacy at all. It is similar to the theory sometimes ad- 
vanced that the loss in value due to these two causes should be 
capitalized and treated as part of the cost of the asset which suc- 
ceeds it. The objections to this procedure are familiar. 

In the twenty companies mentioned above, the average percentage 
of depreciation to fixed investment of water companies over the 
eight-year period covered ranged from 0.1 per cent to 0.9 per cent 
as compared with a range of 1.2 per cent to 3.4 per cent in the gas 
companies, 2.6 per cent to 4.4 per cent in the electric companies, 
and 3.4 per cent to 6.7 per cent in telephone companies. 

The average percentage of depreciation to total operating ex- 
penses ranged from 8.9 per cent to 11.9 per cent in each case in the 
water companies, 3.9 per cent to 7.8 per cent in each case in the 
gas companies, 6.7 per cent to 13.7 per cent in each case in the elec- 
tric companies, and 21.2 per cent to 27.7 per cent in each case in 
telephone companies. 

Closely related to depreciation is the cost of maintenance, which, 
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in utility parlance, means repairs or upkeep. If there is any one 
place among the operating expenses where unfair practices have 
been followed by utilities, it is in connection with the maintenance 
accounts. The courts and commissions have uncovered many cases 
where these accounts have beeu used as a dumping ground for 
questionable items. Exorbitant salaries and wages, and extraor- 
dinary expenses of different kinds have been shunted into the 
cost of maintenance, either directly or through the use of poor bases 
for apportionment. As was stated above, accountants should ex- 
amine the maintenance accounts of utilities carefully, and insist on 
a correct recording of maintenance. 

As compared with the statistics given on depreciation, those for 
maintenance which follow indicate rather liberal maintenance 
policies. In the water companies the average percentage of main- 
tenance to total operating expenses over the eight-year period 
ranged from 8.6 per cent to 10.1 per cent; in gas companies from 
4 per cent to 6.4 per cent; in electric companies, from 9.3 per cent 
to 13.8 per cent; in telephone companies, from 22.6 per cent to 29.9 
per cent. 

Another item of utility expense deserving of brief attention is 
taxes, particularly the income tax. In 1922 the U. S. Supreme 
Court rendered the decision in the Galveston case, permitting the 
inclusion of the income tax in the operating expenses. Prior to 
that date the majority of the commissions had refused this treat- 
ment, being inclined to look upon the tax as a war measure, the 
cost of which the utility should bear. The Galveston decision seems 
fair, in view of the fact that other industries treat the tax as an 
element of cost, shifting it to the consumer, rather than considering 
it as a sharing of profits with the Federal Government. 

The municipally owned utilities are not subject to taxes, but it 
is interesting to note that the Wisconsin commission has been a 
leader in permitting these utilities to include taxes in operating 
expenses at the figure they would have been had they been assessed. 
It is difficult to understand why the consumer should be forced 
to pay for an expense which does not exist. 

Commissions universally allow as operating expenses payments 
on the part of subsidiaries to parent companies for services 
rendered in advertising, engineering, accounting, etc. The Amer- 
ican Telephone and Telegraph Company raised this question 
through the contract it has with its subsidiaries, whereby each sub- 
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sidiary is charged 4 1/2 per cent of its gross revenues for the serv- 
ices named above. Being based on gross revenue, the charge is 
often not commensurate with tlie service rendered, which has led 
several commissions into a bitter fight aginst the contract, espe- 
cially since an increase in the rates for the operating company 
increases the income to the holding company; but the commissions, 
outside of reducing the charge to a proper amount in setting rates, 
seem to be able to do little about it, since the holding company is 
not under the jurisdiction of any one commission. 

Gas, electric, and water companies are subject to costs through 
leakages and line losses, a loss which the commissions recognize, 
but it is surprising to notice that in estimating operating expenses 
for rate purposes, they often allow an addition to the estimate 
for these losses even though the estimate has been based on past 
expenses, which obviously already cover the losses. 

The cost of carrying on a rate case, and other commission ex- 
penses, are allowed as operating expenses, but allocated over from 
three to five years of operation. Bad debts are not to be treated as 
operating expenses where the commission requires discontinuance 
of the service for failure to pay in advance. Losses from floods or 
storms are operating expenses, but allocated over the period of 
their probable recurrence. Bonuses paid to employees which are 
clearly in the nature of a dividend, charitable donations, fees, dues, 
and donations to various clubs, associations, and similar organiza- 
tions, and interest paid on borrowed capital are stricken from 
operating expenses for rate-making purposes. 

To sum up, there is plenty of opportunity for accountants to be 
of service, both to the utility and the consumer. Utilities face 
the old problems of distinguishing between capital and revenue; 
the selection of a proper basis for the allocation of income and 
expenses among departments, among different classes of income and 
expense, among properties in different States, and between fiscal 
periods; the determination of depreciation and maintenance pol- 
icies; what should be included in operating expenses; and the 
reasonableness of the different items of expense. These considera- 
tions call for good accounting reasoning, which has not been over- 
abundant in the past. 


HOW THE UNIVERSITIES CAN AID THE 
ACCOUNTING PROFESSION 
By F. C. Price, Waterhouse Company 


The outstanding service which the schools of accountancy may 
perform for the profession is to supply it with men properly 
qualified by education and training to attain a high degree of suc- 
cess in the profession. 

In spite of the multiplication of schools of accountancy during 
the last twenty-five years, a relatively small percentage of the 
men who enter the profession have graduated from the recognized 
schools. This is no doubt due in large part to a lack of cooperation 
between the school and the profession for a purpose which would 
be mutually advantageous. Some progress is this respect has been 
made in the last few years by the establishment of a Bureau of 
Placements by the American Institute of Accountants, but the con- 
ditions of employment laid down therein leave much to be desired, 
and seem designed rather to give the student control of his position 
instead of permitting the employer to control the student. 

The profession is eager to secure trained men, men who have 
learned to study. Unfortunately, many of the men who come from 
the schools are not fitted by preliminary practical education to 
attain success in public accounting, and many are unwilling to take 
their places in the ranks of the junior assistants and go through 
with an apprenticeship in the practical work of the accountant 
after having graduated from the schools. The result is a feeling 
of dissatisfaction on the part of the new recruit which leads to the 
conviction that there is not advancement in the profession com- 
mensurate with the effort put forth. It would seem, therefore, 
that there should be a greater effort on the part of university 
teachers to acquaint their students with the requirements of the 
profession as well as its opportunities. 

The rewards to be obtained in the profession are too well known 
to require any particular comment. They are probably as great 
as may be expected in law, in medicine, in engineering, or in any 
other of the professions. It is to be feared, however, that the im- 
pression that was abroad a number of years ago to the effect that 
an accountant is a bookkeeper out of a job, has not yet been fully 
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dissipated; and undoubtedly there is still a failure on the part of 
many prospective accountants to recognize the qualifications needed 
for success, as well as the drudgery and hard work which an ap- 
prenticeship in the work involves and which are essential to success. 

There is no intention to minimize the value of theory in an ac- 
countant’s education or training. It is clear, of course, that the 
successful accountant must be well grounded in theory, and he 
must learn this theory either in school or in his practice. To the 
extent that he can learn the theory in school his time is saved, 
provided always that he learns at the same time that the applica- 
tion of the theory is quite as important as the theory itself. But 
it should be emphasized that there is required a long period of 
experience in practical work if any success whatever is to be 
achieved. This fact is sufficiently recognized by teachers in that 
they seek to have their accountancy course duplicate, as nearly 
as possible, the practical work of the accountant. Of course, the 
schools cannot actually duplicate the conditions which confront the 
accountant in his practical work, and it is therefore essential that 
the schooling in theory be supplemented by experience in practice. 

It is often difficult to bring home to the apprentice who comes into 
an accounting office the fact that vouching capital expenditures, 
verifying inventories, examining accounts receivable ledgers, and 
similar tasks are not mere drudgery, that there is much to be 
learned from these detailed operations if a serious attempt is made 
to do so. An examination of inventories may be made to yield 
to the student much information regarding the merchandising 
practices of that particular industry, methods of control over 
stocks, methods of compiling the inventory, prices prevailing in the 
industry, and much more of the same general character. Such in- 
formation cannot fail to be of use in later years whenever similar 
conditions must be dealt with. No broad theory of the treatment 
of inventories can be applied to actual practice without the expe- 
rience which is gained on such detailed work. Again, the examina- 
tion of accounts receivable ledgers means more than merely the 
ascertainment of the clerical accuracy of the trial balances; to the 
real student it means an opportunity to learn the credit practices 
of the industry, to learn how to determine the value of accounts 
from the circumstances surrounding them, and the like. 

Further, it should be axiomatic that no man can be a senior 
accountant and instruct a junior assistant as to the work he should 
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do in order to bring out facts which will enable him to apply his 
theories, unless in the first instance he has gone through this detail 
work himself. One might as well expect to be able to apply theories 
of higher mathematics without going through the drudgery of in- 
numerable examples in the ordinary processes of arithmetic! 

On the other hand, a knowledge of theory is the very thing which 
will enable the junior accountant to get out of the detailed work 
the points which he should see therein. He should know the 
theories covering the valuation of inventories in order that he may 
observe the relevant features as he performs the detail work. The 
point I am trying to make is that accountancy is peculiarly a pro- 
fession in which practice and theory go hand in hand, and it is to 
be feared that this feature has not been emphasized by the teachers 
as it should have been. One of your most eminent teachers, in 
complaining of the experience requirements for C. P. A. examina- 
tions, said, “It does not require so much training to make an ac- 
countant.” This attitude is wholly wrong; it takes far more train- 
ing to make an accountant. 

To illustrate how important is the correlation of theory with 
practice it is only necessary to point out that in any given piece 
of work it would be practically an endless task to carry out in 
full every operation and every test which the theory would make 
possible. An audit carried out along these lines would be prohib- 
itive in cost, and its result would be no more certain. In practice 
a given situation must be dealt with in the manner which will 
bring out every important point with the minimum expenditure of 
time and effort. Therefore it is necessary to choose carefully which 
procedure should be adopted in order most quickly to attain the 
desired result. It is, in fact, quite as important to learn what not 
to do as it is to know what might be done, and it is the auditor 
who can achieve the safe and certain result by the shortest route 
who is the most valuable. It is only by many years of actual prac- 
tice that the great lesson of what not to do can be learned, and 
the graduate of the school should be taught to approach the prac- 
tical work with a full realization of this truth. 

Training in theory, if practice is entirely excluded, is likely to 
become very monotonous to the student; he will be learning by rote 
matters which are wholly incomprehensible until he meets a situa- 
tion in practice, and by that time he may have forgotten the theory. 
The ideal schooling would seem to be such as would enable the 
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practical work and the university work to be carried on side by 
side, as is in fact the case in Great Britain. It is feared that the 
instructers in accountancy schools have a tendency to become 
rather too academic. In the early days the teachers in schools of 
accounting were men drafted from their practical work, and who 
had no qualifications for teaching. In more recent years the 
emphasis has been placed upon the ability to teach, and relatively 
few teachers have any practical experience. The ideal teacher 
would seem to be a compromise between these two, and this com- 
promise ought to be possible of achievement if every teacher made 
it a point to get at least a few years of experience in an account- 
ant’s office or in a progressive business house. 

As stated above, these remarks do not indicate any desire to 
minimize the value of theory. As a matter of fact what is needed 
is more theory, and a sounder education, not only in accounting, 
but in related science, such as economics, finance, foreign and 
domestic exchange, law, actuarial science, and the like. What is 
still more important, the student needs a sounder fundamental 
education, particularly in English and rhetoric. It is not sug- 
gested that an accountant should also be a lawyer; but he should 
have enough knowledge of corporation law, partnerships, negotiable 
instruments, and so on to enable him to sense at once a situation 
that requires the intervention of a lawyer. It is not suggested 
that an accountant must be an actuary; but he should have enough 
knowledge of the subject to enable him to deal with all ordinary 
financial problems, and to recognize the mathematical processes 
on which they depend. It is not suggested that an accountant must 
be a literary man; but he should be able to express his thoughts in 
speech and writing in such a manner as will not bring reproach 
on his profession. This latter point is neglected, not only in schools 
of accountancy, but in our universities generally; it is only oc- 
casionally that really good English is met with, and the invention 
of so-called “business English” has not elevated the literary tone of 
business reports or correspondence. 

While no amount of schooling will enable a man to escape the 
years of apprenticeship in an accountant’s office, it is a matter 
of common knowledge that the educated man makes far more rapid 
progress than his fellows, simply because in the course of his detail 
work he is able to see its object, and is able to apply his theoretical 
knowledge. It should be remembered that accounting is not an 
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exact science (even though the Board of Tax Appeals in a well- 
known opinion has so ruled), and it is safe to say that few prin- 
ciples are so well established as to be accepted generally without 
question. It is the function of the schools therefore to make known 
to the students all sides of every question, and even perhaps to 
point out a theory much more sound than the one commonly 
adopted in any given case. At the same time the schools ought 
to be able to impart this valuable knowledge without any dog- 
matism on their part, and without inculcating in the student any 
sense of superiority over those who have learned their lessons in 
the hard school of experience. 

Another lesson which should be inculcated in the student who 
hopes to take up accountancy as a profession is an appreciation of 
a severe code of ethics, such, for instance, as that which has been 
laid down by the American Institute. The essential point in this 
code is that the acquisition of dollars is not the first consideration, 
but is purely a secondary matter. Every one of the eleven rules 
laid down has directly or indirectly this point as its basis. If 
accountancy is in fact a learned profession, its members should 
comport themselves in a correspondingly fitting and dignified man- 
ner, and pursuing the dollar does not comport with the dignity that 
the profession should maintain. Therefore the universities, while 
pointing out the rewards which the profession holds out to the 
competent practitioner, should at the same time teach that these 
rewards must come only as the result of a proper regard for the 
ethics of the profession. Indeed, it is probable that in the long 
run the ethical course will be the more profitable, even in the com- 
mercial sense. 

It is recognized, of course, that not all students of schools of ac- 
countancy are destined to enter the profession or even have any 
desire to do so. It would be well if somewhere in the course of his 
education the student could specialize as between the profession 
and commercial work, just as at a certain stage in an engineer’s 
education he begins to specialize in mechanical, electrical, or other 
branches of that profession. But students intending to enter com- 
mercial work( rather than public accounting) upon graduation 
must also have their theoretical studies supplemented with prac- 
tical experience before it is possible intel .gently to apply those 
theories. It is not at all unusual to have a graduate of a school 
enter a business and immediately attempt to impose his own ideas 
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upon the existing organization. Aside from the fact that the exist- 
ing organization is not at all ready to be taught by the youngster, 
the fact is that he is quickly discredited by the obvious errors into 
which he falls, and which he would have avoided had his schooling 
been supplemented by some years of practical experience. It is 
not suggested that the schools are responsible for this attitude of 
the students except in so far as the schools have failed to make it 
clear that graduation does not imply the completion of the ac- 
countant’s education. 

To sum up, it should be the aim of the universities to see to it 
that only men properly fitted by preliminary education are admitted 
to the ranks of those who seek to make accountancy a profession ; 
to encourage only men with the proper personal, mental, and educa- 
tional qualifications to enter the profession; to give the prospective 
accountant a broad education in the fundamentals of business, such 
as production, finance, business law, economics, and the like; to 
inculcate an appreciation of the ethics which the professional man 
should observe; and to make clear to the graduate that his school- 
ing has not made of him a finished accountant, but has only taught 
him how to learn to the end that he may approach his period of 
practical training in the attitude of one who is merely completing 
his education. The profession is eager to get properly qualified 
men, and to properly qualified men it holds out ample rewards. 
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WHAT SHOULD BUSINESS MEN KNOW ABOUT 
ACCOUNTING? 


By A. W. Dovctas, Winchester-Simmons Corporation 


I have checked my own views on this subject by those of a num- 
ber of business executives of my acquaintance, and the concensus of 
opinion is as follows. 

First, a business executive should be sufficiently familiar with 
the principles of accounting to enable him to appreciate the mutual 
relations of the important factors in his particular line. Let us 
take the jobbing business, that of the wholesale retailer, as an 
example, as it is the one with which I am most familiar. The 
volume of business’ is the most important and most flexible factor, 
and all the other components should bear a certain relation to it. 
Experience shows that it is easier and simpler to increase or cut 
down sales than proportionately alter any of the other factors. To 
begin with, there must be established a satisfactory and profitable 
relation between the cost of the goods sold and the prices paid for 
them. In other words, there must be a remunerative gross margin. 
This is accomplished when the percentage of gross profit, figured 
on the sales, sufficiently exceeds the percentage of the cost of doing 
business, also figured in terms of sales, to yield a satisfactory re- 
turn on the invested capital. A lack of analysis at this critical 
point has driven many an organization on the rocks of insolvency. 

Equally important is it for the executive to apply a cold-blooded 
and searching accounting analysis to the internal details of the 
principal factors in his business. (The first requisite for such a 
task is a thorough knowledge of the wares that he sells, and also 
a Missouri attitude of mind that takes nothing for granted, that 
always has to be shown. In effect, this is the spirit in which the 
accountant approaches every subject.) Some factors are easily 
disposed of. Rent, for instance, in some wholesale lines, should not 
exceed one and one-half per cent of the sales, and if it does not, 
then no further attention need be paid to it. Some other com- 
ponents, such as light, heat, and the like do not require much study 
or investigation. The various expenses of the traveling salesman 
can best be judged from the point of view of the results accom- 
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plished by the individual salesman. If the salesman gets direct 
results in the way of larger sales and better profits from increased 
expenditures, this displays good judgment on his part. The reverse 
is true of the man who has nothing to show for additional outlays. 
Close watch must also be kept on the gross profit made by the 
salesman on his sales; otherwise the percentage will naturally tend 
to slide downhill under the pressure of ceaseless competition from 
the salesmen of competing houses. This is equally true of the sales- 
man’s volume of sales. Of course both profits and volume are 
largely dependent on the character of the goods sold. Staple goods 
usually bear only a small percentage of profit, and are ezsily sold. 
Those that admit of a large percentage are generally classed as lux- 
uries, and require genuine salesmanship to be disposed of in good 
quantities. In the hardware line, staple goods are known in homely 
phrase as “bread and cheese,” while profitable lines are character- 
ized as “ice cream and cake.” 

The factor which receives the least critical study and attention 
in most lines of business, and needs it the most, is the cost of mer- 
chandising goods. This is especially true as regards taking meas- 
ures to obtain large turnovers of stocks, and to avoid overstocks. 
The latter, especially when “dead stocks,” become very expensive 
when charged with their proportion of interest, insurance, and de- 
preciation charges. A high turnover, on the other hand, means 
less capital employed and consequently less interest charges. This 
study of merchandising is practically a separate science in itself, 
and requires an intimate knowledge of the purpose and uses of 
the many lines of goods which make up the sum total of the stock 
on hand. The executive must know, or employ those who do know, 
for what purposes the goods are used, and by what classes of peo- 
ple; how their sales are affected by the weather, by the changes in 
the tastes, habits, and customs of those who use them, and by other 
and often new lines. Boots have been displaced by shoes. Soft hats 
have done away with derbies. Cups are superseding dippers. 
Reapers have put grain cradles out of business. Carving knives 
are giving place to butcher knives. Automobiles have reduced to 
small proportion the once great manufacturing industries of horse- 
shoes and horseshoe nails. A list of such changes would be as long 
as a Chinese play. The executive, or his representative, must be 
such a keen observer of the happenings of his time as to see the 
changes in their very inception, so as to make immediate prepara- 
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tions to welcome the coming and to speed the parting guest. Only 
thus can stocks of new goods be on hand to meet the coming de- 
mand, and stocks of old be reduced and not be still in stock as a 
total loss when their day is past. 

Another and all-important exercise of the accounting attitude of 
mind is needed by the executive in his analysis of the widely differ- 
ing business conditions which often exist throughout the country. 
The most definite information on this score can be had from the 
traveling salesman, who is usually the best posted man in such 
matters in his territory. The problem of the executive is then to 
concentrate his efforts on the sections and localities where the going 
is good, and where business is to be had. On the other hand, he 
must cut down expenses in the localities where conditions are poor, 
scrutinize sales and credits, and push collections. He must average 
up the situation in the fashion once described to me by an engineer 
of a limited train whom I asked how he managed to keep up his 
schedule time. He replied that he “took it easy on the upgrades, 
and let her go like Hades on the levels and the downgrades.” 

The foregoing is only intended as a suggestion of the general 
value of an accounting background to the executive; much more 
might be said along the same line. Further, no effort has been 
made to indicate the value of accounting training and experience 
to the business man as a means of enabling him to interpret intel- 
ligently the work of the accounting staff, as it comes to fruition 
in the form of statements and reports, and thus exact the full 
measure of advantage from such work. 


THE PLACE OF ACCOUNTING INSTRUCTION 


By Istpor Lorn, Washington University 


The decision regarding the proper position of any subject in a 
curriculum is dependent upon the purpose for which the latter has 
been established, that is, the end which it has in view. Modern 
collegiate schools of business are not in agreement regarding this 
matter and some do not appear to have any clearly defined ob- 
jective. Under these conditions it is obvious that different deci- 
sions will be made regarding the place and amount of instruction 
in a given subject. 

It may be accepted that the rapid recent growth of schools of 
business has been due to two causes. One is social and emphasizes 
the importance of the public or social aspects and effects of business 
organization and activity. The other influence is private in nature 
and represents a demand for improvement in business administra- 
tion for the purpose of private profit. While both of these have 
been influential it is clear that the curricula will be different ac- 
cording as the social effect or the private acquisitive goal has been 
the primary or paramount consideration. 

So far as the present topic is concerned it is fortunate that from 
either the social or the private point of view or from a mixture of 
both agreement may be had that the fundamental principles of ac- 
counting should occupy a place in the curriculum. Certainly every 
business man should know the meaning of balance sheets and other 
financial statements. We may go even further and assert that this 
is a part of a liberal education in these days of modern industrial- 
ism and commercialism. As former Secretary of the Treasury, 
David F. Houston, said in an address at the recent Stanford Con- 
ference on Business Education, every college graduate “ought at 
least to know on which side of the balance sheet the surplus be- 
longs.” Decisions of some courts apparently indicate that some of 
the judges have not appreciated the nature and meaning of the 
surplus. 

The course in elementary accounting develops accurate methods 
of thought; it is no more vocational in character than English 
or mathematics and it should be accepted equally with those sub- 
jects for the degree of Bachelor of Arts. This enables us to place 
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principles of accounting in the underclass years or in what is 
coming to be known as the junior college. As it should be preceded 
or accompanied by the principles of economics, the sophomore year 
appears to be the logical place for instruction in this subject. 

Less agreement obtains regarding other courses in accounting. 
If the course in principles has been given three periods a week for 
two semsters it should have provided all that is absolutely essential 
for one who desires to prepare himself for a business career. Lest 
this should be misunderstood, I hasten to add that it is not intended 
to exclude other courses in accounting from a business curriculum. 
Many business men need to understand the principles at the basis 
of cost and other accounting problems. Hence the student should 
be given the opportunity to elect courses that will furnish him 
with this preparation. It is obvious also that one who desires to 
prepare for public accounting work should be able to secure courses 
that are not necessary for one who is preparing for a less spe- 
cialized field. 

In concluding this brief statement it may be repeated that prin- 
ciples of accounting should be given in the second or sophomore 
year. Other courses in accounting shoud be offered as electives in 
the junior and senior years. The number and character of these 
courses will be determined by the needs and circumstances of in- 
dividual schools subject to the general requirement that the char- 
acter of the instruction should be planned to develop in the student 
methods of accurate thought rather than technique. 

The student should be free to elect these courses under proper 
guidance so far as the requirement of essential subjects may permit. 


PURPOSES AND METHODS OF ACCOUNTING INSTRUCTION 


By L. T. Tupy, University of Kansas 


The purposes of accounting instruction in our universities and 
colleges, although manifold and dependent upon innumerable cir- 
cumstances, may be grouped into two major classifications. These 
two classifications are the social purposes and the private purposes. 
Some might point out a third group of purposes, that is, those 
growing out of the needs of particular institutions as affected by 
their character and location; but ordinarily these latter facts 
merely influence the social and private purposes and do not form 
a third group. 

Of the two groups, the social purposes—in my opinion—should 
be considered the more important. To bring out the social func- 
tion of the subject should be the most important purpose of account- 
ing instruction, and under this head the following elements should 
be stressed: the educational and disciplinary value of the subject; 
and the ethical or moral values. 

It is to be assumed that every course has educational value to 
some degree, but my contention is that the subject matter of the 
accounting courses is not only educational in a technical sense but 
in a liberal sense as well. Not only does accounting tend to train, 
refine, and discipline the intellect, but, if properly taught, it can 
also tend to refine and discipline the student’s moral nature. 

Statistics show that most students who enroll in accounting 
courses, especially in the elementary courses, do so to gain a gen- 
eral knowledge of the subject. Only the minority, and a decided 
minority, undertake the work with the intention of developing into 
professional accountants. Following are figures taken from the 
recent enrollments in accounting at the University of Kansas: 

Total Number Percentage 
Enrollments Specializing Specializing 
1924 199 13 6.53 
1925-26 208 21 10.09 
1926 Fall Term 111 13 11.70 


Year 


These figures illustrate clearly the point mentioned. It may be 
noted that the slight increase since the first year given is due 
largely to the adoption of a specialized curriculum in accounting. 

According to the figures given by the registrar the total enroll- 
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ment in the College of Commerce at the University of Illinois this 
fall is 1,983 students, 242 of whom, or 12.2 per cent, are accounting 
majors. To this group of 1,983,* for whom elementary accounting 
is compulsory, must be added a number of students from the other 
colleges who take the accounting courses as electives. The addition 
of these would tend to increase the percentage of those enrolling 
in the elementary courses for the general knowledge of accounting. 
as compared to those who specialize. Plainly, more than 85 per cent 
of the students who enroll in accounting at Illinois do not take 
the work for purposes of specialization; and these figures are prob- 
ably representative of the majority of institutions giving instruction 
in accounting. 

In most instances persons choosing the elementary accounting 
courses wish, at least, to learn how to read and interpret financial 
statements, for the majority of such students are training them- 
selves to become business executives, lawyers, bankers, merchants, 
etc., and will assume positions in the business world upon complet- 
ing their training period. These should be given sufficient knowl- 
edge to understand and interpret financial data and transactions, 
so that they may avoid mistakes and hardships in their business 
dealings, and thus be of more value to society from the economic 
standpoint. It is particularly these students that the instruction 
should serve, rather than simply those who have an ambition to be- 
come professional accountants. 

Even though a student does not enter the business world he can 
make use of accounting instruction. Practically all people have 
franchise rights, and it should be to their interest as members of the 
social group to know the financial position of their government. 
With the information received in the elementary courses they should 
be able to analyze understandingly municipal, state, and other 
governmental financial statements. In short, a familiarity with the 
bases of governmental accounting procedure prepares individuals 
to exercise more intelligently their civic responsibilities. 

In the study of the subject of accounting the other social values 
mentioned, i. e., the disciplinary and moral, can be developed by 
the student. Certainly this will depend upon the type of instruc- 
tion, but the subject is amenable to the development of ethical pre- 
cepts both disciplinary and moral. As an illustration, consider 
the ethical code of professional accountants. This can be stressed 


*Which includes the classes in all four years. 
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in class, not only for the benefit of those who expect to become 
professional accountants, but for the benefit of all the students. 
Requiring of students to do things propérly, neatly, and with punc- 
tuality, stresses the disciplinary aspect. Bringing to their attention 
the fact that the accountant must deal openly, impartially, and 
honestly with all with whom he comes in contact, always telling 
the truth and disclosing actual facts, shoud instill in the students 
high ideals of conduct. This emphasis upon the ethical side of 
business, and the ethical standards insisted upon in the classroom, 
will be carried out into the business world by the students; and the 
result should be the development of better business ethics and the 
use of intelligent, fair, and honest analyses of business affairs in 
general, with consequent benefit to society at large. 

To turn to the second group of considerations, i. e., those’ in- 
volving the question of private gain. Obviously these are the vo- 
cational, professional, and business man’s purposes. The main 
difficulty with accounting instruction is that up until the present 
it has been primarily vocational rather than liberal. In a subject 
so practical the utilitarian considerations have naturally out- 
weighed the humanitarian. This has been due not so much to the 
kind of instruction given as such as to‘the demands of individuals 
for technical training along this line. As indicated above, we must 
realize that at the present time the number of students enrolling in 
the beginning accounting courses who plan to go into professional 
accounting work is relatively small and adjust our instruction ac- 
cordingly. It should be remembered that I am speaking of the 
situation in universities and colleges. It is true that many study 
accounting for vocational purposes. A majority of such students, 
however, are found in the business colleges, night schools, exten- 
sion courses,.and correspondence schools. And, naturally, the in- 
struction in these specialized institutions is mainly in the art of 
bookkeeping rather than in the science of accounting. 

Accounting instruction not only serves the two private purposes, 
i. e., the vocational and professional, directly, but it has an addi- 
tional private purpose. The accounting instruction is a foundation 
stone in any course in commerce or business administration. Thus 
persons enrolling in a commerce course, and whose ambition it is 
to become business men, partake of this instruction and can use it’ 
later to their own individual advantage. The private use of an 
accounting background in this way, of course, should result to the 
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advantage of society as a whole as well as to the advantage of the 
individual. 

Thus we see that colleges and universities have a two-fold prob- 
lem in their instruction. On the one hand they are obligated to 
the public, and on the other hand they have an obligation to those 
individuals who wish to follow accounting primarily for utilitarian 
purposes. The degree to which either side should be emphasized 
depends in part, however, upon the general policies of the particular 
institution, and not a little upon its geographical location. Par- 
ticularly is this the case in respect to state universities, which are 
often seriously affected by their location and the conditions of their 
support in both their purposes and methods of instruction. The 
University of Illinois, for example, is located in an industrial state 
where the demand for professional accountants is naturally much 
greater than in Kansas or any similar agricultural state. This 
means that while both institutions will have to provide instruction 
for both social and private purposes, the former will have a greater 
call for instruction tending toward specialization than the latter. 

Undoubtedly large private institutions like Northwestern, Chi- 
cago, ete., have somewhat similar questions confronting them. 
They, however, can shape their purposes more or less arbitrarily 
to satisfy either their own objectives or those of their students. 
Nevertheless, they also must take cognizance of this two-fold duty 
that they may be required to perform, for it is within their power 
to serve both individuals and society. Doubtless in such institu- 
tions there is some tendency to emphasize the professional aspects, 
because it is to be expected that that type of instruction is desired 
by the students attending. 

Junior colleges that give accounting instruction are also con- 
fronted with this dual responsibility and the location and condi- 
tions of support of these institutions likewise have an effect upon 
their purposes and methods of instruction. Ordinarily elementary 
courses are the only ones that can be given properly in such schools, 
for the students move on to other institutions before the time comes 
to take the more advanced courses. Therefore, since the students do 
not stay long enough to specialize, these colleges should design 
their courses in accounting to serve the social purposes. In our 
large cities, of course, night schools are often conducted in con- 
nection with these colleges and the more advanced courses are 
taught as demanded. In this case, naturally, the purpose of the 
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school would be to emphasize private rather than social needs. 

There is still another group of institutions that should be men- 
tioned, specialized schools, business colleges, and corporation 
schools. These give accounting instruction primarily to enable 
persons to enter into the particular field, or, perhaps, to enter the 
professional field. The courses given are designed primarily for 
private benefit, and are due undoubtedly in all but a few instances 
to a response to the demand for such training by the individuals 
who partake of it. 

Some institutions pride themselves upon developing candidates 
who take the various state C. P. A. examinations. If that is their 
objective, all well and good; doubtless schools must be provided 
for that purpose. But let the private universities, colleges, bus- 
iness schools, etc., do this work; the public institutions should not. 
The aim of the first group is to develop instruction for private 
purposes. The duty of the latter is to benefit the social group and 
not merely the purposes of specific individuals who form a minority 
group. 

All instruction, whether private or social in character, will help 
the individual; and, directly society itself will gain through the 
proper application of the knowledge received by the individual. 
But our public institutions should have as their main purpose in 
accounting instruction the advantage of society in general and not 
the selfish good of the few individuals who wish to follow account- 
ing as a vocation or a profession. The duty to the latter is sec- 
ondary. On the other hand, the aims of private institutions giving 
accounting instruction will depend upon their own desires and ob- 
jectives, which very likely will be to satisfy the individuals who 
desire specialized training. In public institutions where there are 
a considerable number of students who desire specialized instruc- 
tion which will give them a foundation on which to build, special 
sections may be arranged in which the subject matter and methods 
of teaching will differ from that found in the general accounting 
sections. Next semester this plan will be tried at Kansas; the 
liberal arts, engineering, law, and other students wishing a general 
course in accounting will enroll in certain sections, while those 
who intend to specialize in accounting will be enrolled in other 
sections. 

So much for the purposes of instruction. The question of the 
methods of accounting instruction generally employed in this coun- 
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try will be dealt with very briefly. These depend to a great extent 
upon the character of the institution and whether or not the social 
or private purposes predominate. The social function, which should 
be the prevailing purpose of instruction in most institutions, 
whether they be public or private, can be cared for most readily 
through the methods of teaching. To develop this aspect, the in- 
struction should not consist of long monotonous drill in keeping 
practice sets, but rather in a survey of bookkeeping practices, a dis- 
cussion of subject matter which furnishes real information, a study 
of the purposes of statements, and a thorough analysis of these 
statements. Since most students enrolling in these elementary 
courses intend to become business executives, merchants, etc., the 
analysis and interpretation of statements and not so much the 
knowledge of the construction of statements is their objective. 
However, in the first part of a course in elementary accounting 
some attention should be given to the foundation. Some knowl- 
edge of accounts and their classification is essential to analysis and 
interpretation. 

As far as the method of approach to use is concerned, each teacher 
must determine that individually. This general, educational, in- 
formational, non-technical course in accounting can be taught from 
either the journal or balance sheet approach, or any other approach 
the teacher may desire. The methods of teaching will also depend 
upon the individual instructor or his administrative superior. He 
may choose either the laboratory and lecture method combined, 
the purely lecture method, the lecture method with problems as- 
signed, or the pure case or problem method. For the general social 
course in accounting I should favor the lecture method with as- 
signed problems, and would avoid the laboratory and lecture methoa 
where long, involved sets are worked out. But to contend that 
some one method is superior to all others for all situations is of 
doubtful propriety. Without question good results are being ob- 
tained through the use of virtually all methods. 

For the students who expect to become professional accountants, 
both the subject matter of the elementary course and the method of 
teaching should differ from that found in the general courses for 
those who do not aim to specialize. This course should be the 
foundation course for all their future training. I believe a very 
thorough course in what may be called “bookkeeping,” including a 
thorough study of the construction of accounts, and the processes 
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and mechanics of keeping books, is fundamentally essential. When 
this phase of the instruction is mastered the apprentice will have 
a solid foundation on which to build. Later, instruction can be 
given which will consist of the theory and interpretation of ac- 
counts, succeeded by advanced and more specialized accounting 
courses. In teaching a course of this type the laboratory and lec- 
ture method combined might be preferable. 

There is one feature of instruction which may be given to all 
students, and that is instruction in the use of bookkeeping machines, 
tabulators, computing machines, and other mechanical devices that 
have revolutionized the keeping of records, but this instruction is 
obviously of especial value to those taking their training for strictly 
utilitarian purposes. 

To sum up, we may say that the primary aim of every institution 
offering accounting instruction should be to serve society to the 
utmost. The social purposes embodying educational, disciplinary, 
and moral or ethical values which will aid in the development of 
sounder economic relationships in society, should be stressed. The 
private purposes involved should become the secondary objectives 
in many institutions. The vocational, professional and business 
man’s purposes should not be slighted, however, and in certain types 
of institutions may reasonably receive the greater emphasis. 


ACCOUNTING AS TAUGHT AT ANTIOCH 
By A. D. Henverson, Antioch College 


The method by which a student at Antioch College becomes 
trained in the field of accounting differs so radically from the usual 
method that a discussion of it may prove to be of general interest. 

The accounting course is distinctive in four respects. Probably 
the least important of these lies in the nature of the departmental 
organization. The business courses are divided into two depart- 
ments, based on operating and non-operating business functions. 
The former include marketing, purchasing, and production; the 
latter, accounting, statistics, and finance. We have found that the 
general subject matter in the Department of Accounting and 
Finance harmonizes with excellent effect, and that courses are 
given with a minimum of overlapping material. Internal statistics 
are the product of the system of records in any given business. 
xternal statistics are largely the product of records of other 
companies. In discussing problems in business finance, therefore, 
such things as financial conditions, ratios, statements of sources and 
application of funds, and bond issues, are studied without the usual 
handicap of distinguishing between accounting method and finan- 
cial policy. 

In the introductory course of the department the students get 
training in the preparation of a budget, the keeping of accounts, 
and the use of banking facilities. This subject, which must be 
taken by every freshman in the college, presents a second way in 
which the Antioch program is unique. The material of the course 
serves as an introduction to the whole field occupied by the de- 
partment. Those who are familiar with the Antioch program will 
recall that all students spend half of their time in industrial posi- 
tions. This means that the moment one enrolls in the college he 
vecomes a wage earner, and to a considerable extent independent 
of the family pocketbook. One of the objects of the course in per- 
sonal finance is to bridge this gap between dependence and inde- 
pendence, to give the young and inexperienced freshman careful 
training and guidance in the administration of his own finances. 
So, at the beginning of the school year he must prepare a budget 
of his whole year’s expenses and income. The form of the budget 
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is standardized, but each budget is given individual attention by the 
instructor and no two need be alike. The student must then keep 
his complete set of accounts on the forms supplied him. At the 
end of the year the budget is compared with the actual result, and 
the grade given is somewhat dependent upon the care with which 
the student has lived within his budget. 


The general effect of the introductory course has been well ex- 
pressed by John Palmer Gavitt in the description of the Antioch 
plan in his book, “College”: 


Very likely for the first time in his life the student is bluntly confronted 
by the fact that there are only one hundred cents in a dollar. The discovery, 
and his solution of the problem, have a cultural value; also a vocational. 
Twenty fathers have told me that they wished some college could teach their 
sons that. Some wished that some one had taught it to them! 


This survey course is followed by one year of “administrative 
accounting,” the subject matter of which is designed especially to 
fit the needs of students interested in business management. Those 
wishing to specialize in accounting may take extra laboratory work. 
The advanced accounting courses, such as advanced theory, cost 
accounting, auditing, and C. P. A. problems, are reasonably con- 
ventional in content and purpose. Beyond this there is no limit to 
what a student may study. Antioch provides that any major in 
a given field of concentration may arrange with an instructor to 
take autonomous work. These autonomous courses represent the 
third distinctive feature of our program. Under this plan a student 
may select any field of study in which he may be interested and 
pursue it to any extent he may wish. The responsibility is with 
the student, but the teacher is available for advice and assistance. 

The fourth variation lies in the provision of Antioch that all stu- 
dents must work half time. A position is secured with some firm. 
Two students are assigned to this position for one year. They 
alternate in school and at work by five-week periods. While one is 
at school, the other is on the job. The positions geographically 
extend from Massachusetts to Missouri, and Michigan to Kentucky, 
and vocationally represent nearly every type of work for which a 
person of the age and training is fitted. A person desiring to be 
an accountant is carried during the six-year course through a series 
of graded positions representing the usual apprenticeship “from the 
ground up,” excepting that this apprenticeship is carefully guided 
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and controlled by our “Personnel Department.” This picture can 
best be conveyed by reciting some actual illustrations. 

The first case is that of a graduate of last spring. His freshman 
year at Antioch was devoted to clerical work at the Dayton Mal- 
leable Iron Company. For the next half-year he was tracing pro- 
duction at the Kelly Motor Truck Company. He then spent one and 
one-half years at Lowe Brothers Company working on payrolls and 
time cards. Next he was transferred to government service at 
Wilbur Wright Field in the cost accounting department. After 
one year there he apparently had a change of heart and secured a 
job with Hobart Brothers Company as a draftsman. He soon re- 
verted to accounting work, however, and before leaving this com- 
pany was engaged in installing cost procedures. His last half-year 
at Antioch was spent with Scovell, Wellington & Company as a 
junior accountant. 

One of the senior students started as a factory employee with 
Crawford, McGreagor & Canby Company. After one year he trans- 
ferred to the Delco Light Company and has remained there ever 
since. At this latter place he has had promotions from the factory 
stock room to the payroll division, and recently to the general 
accounting department. 

A girl, who is majoring in the department, originally worked 
at home economics at the National Cash Register plant, was trans- 
ferred to library work in a public library, then to retail selling in 
a department store. Here she was changed to a position as credit 
clerk. Becoming fascinated with accounting and statistics, she is 
now making market analyses for the Delco Light Company. She 
has become one of our best and most enthusiastic accounting stu- 
dents. 

Another student made his debut on the work stage as a time clerk 
with a motor truck company. He next spent two and one-half years 
with the Dayton Power & Light Company, during the latter part of 
which he was engaged in making system installations in the ac- 
counts receivable departments of the district offices. Later he be- 
came general manager of the college book store, and is now business 
manager for the Antioch Art Foundry. In this latter position he 
is getting some real experience in the usual problems which confront 
a chief executive—administration of finances, supervision of cost 
and financial accounts, control of factory production, credits, and 
collections. 
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The cases mentioned are not exceptional. Every student at 
Antioch is going through a similar experience. A boy who comes to 
Antioch with ambitions to be a C. P. A. soon discovers whether 
he is really qualified to be one, and, of more importance, whether 
he really will be happy in his chosen profession. Of the four cases 
cited, it will be noticed that two started with other vocations and 
changed to accounting, one originally had a strong ambition to be 
a certified public accountant but is now seeing the possibilities 
in business mangement, and the fourth, though starting and finish- 
ing in accounting, made a brief departure from the field. Each 
has now found himself. He has thus avoided wasted years, unhappy 
experiences, and society has been saved a distinct economic loss. 
The classroom is enlivened by students fresh from a change of 
atmosphere and full of ideas relating to their study. Independence, 
self-confidence, and other traits of personality and character are 
given maximum development. A truly cultural and liberal educa- 
tion is being obtained through contact with and knowledge of men 
and the world in which they labor. And when an Antioch man 
graduates, he has served a portion of his apprenticeship and normal- 
ly has found a permanent employer and his life’s vocation. 


REVIEWS 


Elements of Accounting, by EpMUND BerricaAN. McGraw-Hill Book Company, 
New York City, 1926. xx, 300 pp. 


Like the great majority of the authors of new texts in accounting, Pro- 
fessor Berrigan has written this book to fit his own classroom requirements 
and now offers it to all those whose needs are similar. The reader will find 
but slight deviation from the conventional text on the elements of account- 
ing, the unique character of this book’s treatment consisting for the most 
part of its extreme and unadorned brevity of statement. The inimitable 
labelling of thoughts and ideas characteristic of the typography of the 
publisher distracts the attention of the reader and hinders rather than helps 
the author’s exposition. 

Consistent with the conventional practice, the author presents the balance 
sheet as the basic point of embarkation, defining terms as they are needed, 
and going right through the ritual of analyzing transactions into simple 
journal entries, posting to the ledger, and closing the books at the end of 
the fiscal period. Two useful innovations are presented in connection with 
the discussion of the closing process. The less logical, but more easily taught, 
method of closing all expense and revenue elements directly to the profit and 
loss account is first presented. It is, then, amended to conform to the more 
desirable ‘‘sectional” or classification method in common usage. Furthermore, 
all adjustments involving prepayments and accruals are intentionally omitted 
until a later elaboration of the methods for closing. Obviously both of 
these deviations are intended to simplify the teaching problem, and it ap- 
pears to the reviewer that the method should be successful. 

That the discussion of the entire accounting cycle occupies but eighty-two 
pages, more than half of which are devoted to illustrative problems, shows 
the extreme brevity of the treatment. The undesirable feature of this 
brevity, however, lies in the fact that it has so reduced the author’s state- 
ments that they border on the dogmatic. For example, to simplify the state- 
ment of the fundamental equation, all equities, including net worth, are 
called liabilities (page 6); and the rule, long since discarded because of its 
inaccuracy, that “incoming commodities and services are debits; outgoing 
commodities and services are credits’ (page 11) is invoked as the only 
explanation of these devices. Other similar abbreviations occur regularly 
throughout the book. 

Having provided, in the first eleven chapters, the rudiments of a system 
of accounts for recording the transactions of the business period and de- 
riving the final balance sheet and income statement, the author introduces 
the problems requiring special explanation. Chapter XII deals with the 
interest problem. As an isolated chapter it is entirely inadequate. No at- 
tention is given to interest prepayments and accruals at the time of closing 
whereas full recognition is given to prepaid discount on notes discounted 
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and accrued interest on notes received within the accounting period. This 
discrepancy is not rectified until the later chapters on accruals, and there 
only by deduction. 

Chapter XIII deals with merchandise discounts and presents clearly the 
two methods for clearing these accounts. Chapters XIV and XV present 
elaborations of the treatment of books of original entry and books of ac- 
count. Chapters XVI, XVII, and XVIII deal with the valuation of fixed 
assets and the use of valuation accounts. Chapters XX to XXIV, inclusive, 
discuss the refinement of the simple system earlier introduced. Here at- 
tention is given to the recording of carry-over of prepaid and accrued expense 
and revenue accounts omitted in the earlier outline of the closing process in 
Chapter X. It seems to the reviewer that these chapters might more logically 
follow directly in the wake of the earlier chapters whose discussions they 
supplement. The intervening chapters would lose none of their effectiveness 
by this transposition. The last six chapters of the book present the more 
difficult cial problems of accounting. Here are found a chapter on the 
voucher system, a concise but interesting explanation of the rulings of the 
Treasury Department on income allocation in installment sales, and the 
simplest elements of partnership and corporation accounting. 

The reviewer feels that this book, due to its brevity and the manner in 
which questions open to debate are arbitrarily settled or ignored, would 
be most useful in a course which attempts to present the material of elemen- 
tary accounting in a single semester. For such a course this book would 
be admirable in that it wastes no space and illustrates the principles which 
it states with numerous examples. For use in a two-term course, most 
instructors would prefer a book which handles with greater thoroughness 
the logic underlying the procedure developed in modern accounting practice 
and one which delves more deeply into the problems of partnership formation, 
admission, and dissolution, and corporations, subjects which this volume 
treats but superficially. 

Hovutper Hupsins 
Cornell University 


Survey Course in Accounting, by WESLEY JAMES McCarty and L. CLEVELAND 
Amipon. Prentice-Hall, Inc., New York, 1925. 485 pp. 


This book is designed particularly for the use of students enrolled in 
colleges which are not concerned primarily with giving instruction in bus- 
iness administration and yet recognize that accounting is so closely related 
to their fields of study that the student should have something more than a 
superficial knowledge of it. It is written with the purpose of giving the stu- 
dent a general understanding of the principles of accounting in one academic 
year or less. Since a book of this sort must necessarily be somewhat abridged, 
the choice and arrangement of the material are of interest. 

The book presumes no knowledge of bookkeeping on the part of the stu- 
dent. The first eight chapters are devoted to the development of the subject 
from the most simple transaction and conclude in Chapter VIII with a dis- 
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eussion of the following: “Conservation of Capital ;” “Depreciation Expense ;” 
“Valuation Reserves ;” “Writing Off Assets;” “Bonds, Discounts, and Pre- 
mium;” “Bond Sinking Fund ;” “Liquidation of Bonds;” “Special Reserve 
for Bonds;” “Interest on Bond Sinking Fund;” “The Exhibits; “Detailed 
Content in Groups ;” “Percentages and Ratios.” Some of these problems are 
treated in a most elementary manner, but the list constitutes, nevertheless, 
an imposing array in view of the authors’ suggestion that these eight chap- 
ters should be covered in about six weeks time. In this chapter “Reserve for 
Depreciation” is shown as a section of “Ownership.” This is not consistent 
with the explanation of the valuation reserves given previously, nor is it 
good accounting theory, but the difficulties involved in attempting to explain 
bookkeeping processes to beginners may partially justify the treatment. 
Perhaps this is one of the inevitable consequences cf attempting to present 
a considerable amount of material in such a short space of time. 


Chapters IX to XIII, inclusive, take up the various books of original entry, 
all of the transactions up to this time having been entered directly in the 
accounts or in what the authors refer to as “The Equation of Business.” 
The “Equation of Business” is a columnar sheet designed to show the stu- 
dent in a non-technical way the effect of various types of transactions upon 
financial condition. In Chapter XIII, the subject of partnerships is intro- 
duced and some of the more difficult questions are illustrated. Controlling 
accounts are defined in this chapter and the use of subsidiary ledgers is 
here explained. 

The titles of the next three chapters, “The Accountant’s Working Papers,” 
“Partly Real and Partly Nominal Accounts,” and “Individual Drafts; Trade 
Acceptances” suggest their content. Another chapter on partnerships, dealing 
chiefly with the problems related to the admission of a partner, appears, and 
this is followed by one on corporations. A chapter is devoted to the dis- 
eussion of banks and banking. A chapter of “Diversified Problems,” ex- 
cellent in scope and content, serves admirably to provide practice and il- 
lustrate the material presented in the preceding chapters. 


The subject of costs is taken up somewhat in detail. The problem in 
general is discussed and one chapter is given over to each of the elements 
of cost. No problem is given at this point which assembles all the elements 
of cost into a complete whole, but a short set on this subject is available 
for those who desire it. The last two chapters are devoted to the subject of 
auditing and the auditor’s report. 


Throughout the book a great deal of attention is given to the definition 
and explanation of business transactions and the instruments by which these 
transactions are consummated. The text is well supplied with examples. 
Each chapter, except the last two, contains detailec analyses of business 
transactions supplemented by explanatory comments. There are one or more 
problems at the end of each chapter which furnish abundant laboratory 
material for the student. 


If the beginning student is able to grasp the subject matter of accounting 
which is crowded into these 485 pages in the short space of one academic 
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year and retain a sufficient amount of it to afford him a working knowledge 
of the subject, the book will effectively fill a definite need in those schools 
for which it is designed. 

Lovuts O. Foster 
University of Illinois 


Principles of Accounting, by Eric L. KoHLEeR and Paci L. Morrison. A. W. 
Shaw Company, Chicago, 1926. xv, 466 pp. 


The object of this book, the authors state, is “to serve as a guide to the 
understanding of the fundamental accounting relationships—not only for 
these who are pursuing formal college courses in accounting, but for general 
readers who wish a speaking acquaintance with the subject.” As a text, it 
is expected to cover the first-year course. Since the goal of the book is 
“the preparation of the balance sheet and the statement of profit and loss, 
and their interpretation from the accountant’s point of view,” representative 
statements are introduced in the first chapter, and the subsequent chapters 
are devoted to a discussion of the problems involved in their preparation 
and analysis. 

The book is divided into five parts. The first section of six chapters gives 
consideration to the functions of accounting and then discusses the funda- 
mentals of bookkeeping technique. The theory of debit and credit, the gen- 
eral nature of expense and income, journalizing, posting, trial balances, and 
the classification of accounts are explained. ‘In the second part are intro- 
duced various bookkeeping devices, i. e., controlling accounts, subsidiary 
ledgers, and special and columnar journals. A brief description of the 
voucher system is included, and considerable attention is given to the problem 
of locating errors. The third part is devoted to consideration of the adjust- 
ing and closing entries and financial statements. Curiously, the chapter on 
financial statements is placed before the one on closing entries. 

The principles developed thus far are next applied to more complex situa- 
tions. The discussion of problems arising in the accounts of a manufacturing 
business, though brief, is very satisfactory. Much of the discussion of this 
fourth section is concerned with the various phases of partnership and cor- 
poration accounting. While most of the peculiar problems which arise are 
mentioned, more attention might well have been given to many of them. For 
example, but two pages each are devoted to the discussion of changes in 
the personnel of a partnership and the dissolution of a partnership. The 
distribution of partnership profits is given practically no consideration. 
Donated and forfeited stock are discussed very briefly, but treasury stock 
acquired by purchase is not even mentioned. 

The fifth, and last, section of the book is concerned with problems of valu- 
ation and the analysis and interpretation of the financial statements. 

The reviewer is surprised to find no discussion of the accounting treat- 
ment of notes receivable when discounted or when dishonored. Considering 
the attention paid to classification, more might have been said about the 
handling of purchase and sales discounts. The authors indicate, however, 
that they favor the view that these discounts are offsets to purchases and 
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sales respectively, rather than positive items of income or expense. The 
rather frequent reference to the development of certain subjects which will 
be found in subsequent chapters is unfortunate from the viewpoint of the 
student who is studying the subject for the first time. 

The authors are to be commended for the distinction they make between 
prepaid expenses and deferred charges (to surplus). Under the former they 
included all current expenses paid in advance of the benefits received. These 
they consider to be current assets. They conceive deferred charges to be 
“debit valuation accounts offsetting net worth.” Possibly a more satisfactory 
title might have been found for this latter class, since the charge (to expense) 
is deferred to a future period in the case of prepaid expenses. The reviewer 
eannot agree, however, with the inclusion of discount on long-term obliga- 
tions among deferred charges as defined by the authors. Such an item might 
be considered as a valuation account offsetting bonds payable but can hardly 
be recognized as an offset to net worth. 

The book is well supplied with illustrative materia] and forms. Practice 
set transactions and problems are included at the end of the volume. The 
practice set covers a period of four months for a concern organized as a 
partnership and after two months incorporated and combined with another 
business. Practice set and problem assignments to be made with each chapter 
are suggested by the authors. 

M. Brown 
Brown University 


Questions and Problems in Accounting, by R. A. STEVENSON and R. EMMETT 
Taytor. The Macmillan Company, New York, 1926. viii, 234 pp. 


The purpose of this volume is to provide a collection of questions and 
problems, classified on the basis of subject matter, for use in elementary 
collegiate courses in accounting. The authors have arranged their problem 
material with regard to the prevailing methods of ayproach to, and develop- 
ment of the subject in the various schools of the country and have attempted 
to make the material useful with any textbook in any course. The book is 
a valuable addition to the problem material which is now available, for the 
most part as a feature of recent textbooks in the field. It is doubtful, how- 
ever, whether such a book will find much use as a supplement to the texts 
in the hands of the student. It is much more likely to find its place as a 
reference volume for instructors’ use. 

The problems which are included on several topics would seem to have 
doubtful value in a book of this character. The chapters on budgets and in- 
come taxation are concerned with highly technical procedures in large and 
important fields. In this volume their treatment is, of necessity, confined 
within narrow limits and could well have been omitted for the sake of space 
to extend certain other subject matter. The same criticism can be offered 
of the chapter on “Accounting and the Law.” This field is rather large for 
the space which has been devoted to it and the treatment will hardly serve 
to enlighten the student on the details of this complex phase of the account- 
ing problem. 


64 The Accounting Review 


Generally speaking, the book is well arranged. The problems and ques- 
tions are, on the whole, well chosen and the authors have carried out their 
purpose in excellent manner. The volume should be of considerable aid to 
the accounting instructor in any institution. 

D. J. HORNBERGER 
Ohio Wesleyan University 


Inventory Practice and Material Control, by Freperic W. Kitpurr. McGraw- 
Hill Book Company, New York, 1925. ix, 466 pp. 


This book is probably the most complete and exhaustive treatment of the 
subject of the physical handling and recording of inventories which is at 
present available. Its general character is that of a detailed manuai of 
procedure rather than a critical study or analysis; in fact the author in the 
preface forestalls any criticism which may be made against the contents 
of the book by avowing it as his main object to deal completely with every 
detail of procedure which may arise. Not that he does not from time to 
time make recommendations as between different modes of procedure; but 
one cannot, for example, learn from this book very much about the extent 
to which these various procedures are actually used, nor of the conditions 
which determine what procedure shall be followed. The business reader who 
may have a practical application for this material is given a complete work- 
ing description of the way in which to go about it, and is left to de- 
termine for himself whether that particular procedure is adapted to his con- 
ditions. These remarks are not intended as criticisms but rather as an at- 
tempt to describe the service which the author has very satisfactorily 
performed. 

The book consists of two principal parts. Part I is entitled “Inventory,” 
and consists of fifteen chapters dealing with the procedure for taking a 
physical inventory. Part II, entitled “Material Control,” deals in five chap- 
ters with the keeping of a stores ledger and the exercising of a control over 
the inventory through records. The protagonists of the book inventory, who 
believe it possible to consign the physical inventory to limbo, will be dis- 
posed to regard this as a disproportionate attention to the two major topics. 
In the preface the author states that in his opinion the reason why physical 
inventories are still taken by most concerns to get their inventory figures is 
that their book inventories are incomplete from an accounting ~ andpoint. 
This reason is undoubtedly present and important, but probably the physical 
inventory will continue to be used for operating reasons even after book in- 
ventories have been perfected considerably beyond their present state; ex- 
ecutive heads not only have a feeling that an inventory so taken is likely 
to be more accurate, but they also desire to take the opportunity for an annual 
clean-up, for the disposition of odd lots, and for setting their house in order 
for the operations of the new season. The terms in which the author states 
(page 14) the advantages of the physical inventory over the book inventory 
will be objected to by the friends of the latter; in the first three of the five 
advantages he distinctly assumes that the physical inventory will be more 
accurate than the book inventory, a proposition which will not universally 
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be assented to. It is true, on the other hand, that material ledgers need 
long and patient attention to all their details before they arrive at the degree 
of reliability which their advocates claim. In the latter part of the book the 
author enumerates the various types of error which can disturb the accuracy 
of these records; he would do well to add, for the guidance and encourage- 
ment of those who are introducing such records, that almost every firm 
which now has a reliable system has only accomplished that result after 
several years of the closest attention to detail, to tracking down and re- 
moving the causes of error. 

A few comments on more detailed points may serve to give further indica- 
tion of the nature of the subject matter. In discussing (page 23) the uses of 
the inventory, one may reasonably question whether Item No. 4 under “Pur- 
chasing” is a normal resultant of taking a physical inventory. The author 
there states that by the inventory-taking the purchasing department is notified 
of all rejected material which should be returned to vendors; whereas this 
is a function which ordinarily will be taken care of currently by inspection. 
The recommendation (on page 25) that material counters shall not write the 
count on the inventory tags but shall report the same to the tag writers, 
who will enter the quantity, seems hardly to be a practicable rule. It is 
true that most of the writing on the tags is done by one set of men and 
that another set of men do the counting, but generally the tag writer leaves 
blank the space provided on the tag for the quantity, and in this space the 
counter enters the quantity as soon as he has counted it. 

Both on page 14 and on page 35 the author refers to the well known points 
about the loss arising from shutting down the factory to take a physical in- 
ventory. While this point may be conceded in many cases, it should also 
be recognized that in perhaps nearly as many cases the management is glad 
to take the opportunity of the dull season to clean up the plant. In fact, 
a practical shutdown for this purpose might be necessary even if they were 
not taking inventory. 

Chapter 3 is a lengthy chapter of fifty-three pages entitled “Preparation 
for the Physical Inventory.” It contains a model set of instructions for 
each man who will in any capacity take part in the inventory work. These 
instructions are exceedingly complete and detailed; the fact that the subject 
matter of the various sets of instructions overlaps considerably in places, 
involving repetition, has not deterred the author from including in each set 
every possible point. 

Chapter 4 deals with the design of the inventory tag, of which several 
examples are given; at this stage, however, no mention is made of the tag 
suitable for use with tabulating machines, a topic which is handled in Chapter 
9, “Tabulating the Inventory.’ Chapter 7, entitled “Coding the Inventory 
Tag,” carries the impression that coding is especially provided as a part 
of the inventory procedure. In most cases where perpetual inventories are 
kept, however, and in some cases where they are not, the materials will 
already have been given code marks or symbols for use in whatever material 
records are kept; and in such cases these same symbols will of course be 
used in the inventory taking. 
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“Branch House Inventories” is the title of Chapter 10. Here again spec- 
imens of instructions and detailed descriptions of procedure are given, in- 
volving some repetition of the general descriptions previously given. This 
chapter appears to presuppose that stock records are kept for the branches, 
a feature which is not present—at any rate it is not so evident—in the 
preceding chapters relating to general inventories. The retail method of 
inventory is dealt with at length in Chapters 11 and 12, which include also 
the tax rulings on that subject. 


The important topic of inventory valuation is thoroughly handled in Chap- 
ter 13, where the principles of the subject are discussed and the procedure 
for putting them into effect is described. In general these principles are 
orthodox and the procedure reasonable; here and there an expression occurs 
which possibly does not quite accurately represent the author’s intent. The 
following, for example, occurs on page 255: “By this means—cost or market, 
whichever is lower—an inventory is priced so as to place it on a basis of 
replacement or reproduction values, which in most cases will be found to be 
conservative values.” Over a long period, it is, of course, as likely that 
present market prices will be in excess of the original cost of the inventory 
as the reverse, and the cost or market idea does not intend to emphasize 
replacement values but rather conservatism. © 

Chapter 14 contains the rulings of the Bureau of Internal Revenue on the 
subject of inventories, from the inception of income tax legislation down to 
and including the regulations accompanying the Act of 1924. In the next 
chapter the auditing of the inventory is discussed, and while the author 
states that the procedures given are “not exhaustive” yet he cites sixty-seven 
rules of procedure, some of these having as many as twelve subdivisions each. 
By the time all the procedure recommended had been carried out the whole 
procedure of taking the inventory would have been gone over to its minutest 
detail, with a good deal of additional work besides. In connection with the 
reconciliation of the physical inventory with the book inventory the author 
states (page 319) that “With possibly a few exceptions the physical in- 
ventory: is the lower of the two figures.” Evidently he has in mind that 
waste of materials is here the predominating influence, but one would like 
to have more evidence on the subject. There is a considerable tendency to 
err on the safe side in charging materials into process, which means that 
in many cases the credits in the materials account represent a comfortable 
margin over cost, resulting of course in a book inventory which is less than 
the physical inventory. Twenty-seven reasons are given why a physical in- 
ventory may exceed a book inventory, but no mention is made of any cir- 
cumstances in which the contrary situation may occur. 


In the section relating to purchasing procedure (pages 366-370) the general 
assumption is that the purchasing agent acts only as a transmitter of orders 
originating in stores or manufacturing departments; sometime we ought to 
have a discussion of the circumstances in which purchasing agents are given 
discretion to originate purchases, guiding themselves largely by market con- 
ditions. It is satisfactory to note that the author believes that all stores 
should be recorded in the material ledgers even though they may, for phys- 
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ical convenience, be delivered direct to a manufacturing department. With 
regard to variations in the quantity delivered on the purchase order (page 
384) it may be mentioned that certain trades have established customs specify- 
ing that a purchaser will accept an over or short quantity within stated 
limits. In discussing (page 398) the recording of materials apportioned 
rather than materials issued, the text might mention that this procedure 
presupposes a planning and routing organization which determines some time 
in advance the precedence to be given to orders; this form of material ledger 
is accordingly a part of the more advanced forms of production planning. 

These remarks on individual points will, it is hoped, serve to indicate the 
completeness and range of the author’s treatment of a very important subject. 


T. H. SANDERS 
Harvard University 


Auditing Procedure, by DeEW1Tt C. Eeereston. John Wiley and Sons, Inc., 
New York, 1926. xvi, 528 pp. 


The purpose of Hggleston’s “Auditing Procedure,’ as announced in the 
preface, is “to present the procedure followed in making an audit of the 
accounts of a business enterprise.” Although the author states that this 
book “is designed to be of use to the practitioner who may desire to refresh 
his memory regarding the method generally in use for auditing particular 
accounts or a business of a specialized type,” it is believed that the book 
will also serve satisfactorily as a textbook. The accounting instructor with 
practical experience undoubtedly will not agree with all the detailed points 
of procedure advocated, but it must be remembered that the beginning stu- 
dent of auditing is unacquainted with the work and needs to have some such 
guide to follow. Matters of personal practice or judgment, therefore, should 
not be allowed in themselves to detract from the value of the book to the 
beginner. The experienced instructor would fail in his duty did he not sup- 
plement any text with pertinent points gained in practice. It is hoped that 
no longer does any accounting instructor teach auditing simply by adopting 
a text, assigning chapters, and conducting recitations thereon. 

The reviewer believes that John R. Wildman was the first American ac- 
counting instructor to publish an auditing text in which the student was given 
a specific detailed procedure to be followed. Wildman’s “Principles of Audit- 
ing’ was published at least eleven years ago and marked a distinct advance 
in the type of text material available for accounting majors. The publication 
of so many auditing texts within the past few years in which Wildman’s 
basic idea has been used and developed proves the soundness of the method. 
Instructors generally, therefore, may well place another mark to the credit 
of the first president of The American Association of University Instructors 
in Accounting, a gentleman whose vision, judgment, and knowledge of the 
subject has meant so much for accounting instructional methods in this 
country. 

Each chapter of this book dealing with the audit of accounts and items is 
arranged according to a uniform plan: importance of auditing the particular 
account or item, audit program, working sheet, valuation, summary, review 
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questions. In some cases Treasury Department regulations are cited. The 
instructor using the text will need to supply problems since but one short 
problem is given in the appendix. But one chapter is given over to audit 
working papers, per se, although the working sheet for each account is il- 
lustrated and discussed in the chapter dealing with that subject. 

The chapter on reports and certificates includes, besides the usual contents 
of such a chapter, satisfactory material on the statement of affairs and two 
or three pages relative to the “Certificate of Financial Condition after Giving 
Effect to Subsequent Financing.” By the way, however, how does Professor 
Ripley overlook the point that balance sheets both before and after financing 
should be available to the prospective investor? 

A very good chapter on fire losses is included in the text, and the author’s 
illustrations can be augmented by reference to some of the books or manuals 
used by insurance men. It would seem that an opportunity was lost by not 
including a discussion and illustration of proof of loss under a “use and 
occupancy” policy. The chapter on “Investigations for Credit and Investment 
Purposes” contains a rather condensed discussion of the points covered in 
such investigations. It is well worth while having such a chapter in an 
auditing text. 

The last 104 pages of the text are given over to the particular problems 
or points involved in the audits of different organizations or businesses. In- 
cluded here are necessarily summarized chapters relative to the audits of 
hotels, restaurants, clubs, retail stores, institutional revenue and expense ac- 
counts, theaters and amusement enterprises, municipal enterprises, banks, 
savings and loan associations, brokerage concerns, insurance companies, and 
fraternal benefit organizations. 

From the short paragraph appearing on page 27 relative to the American 
Society of Certified Public Accountants, one implies that the author is unin- 
formed as to the purposes and work of that organization. It is the duty of 
every accounting instructor to inform his majors thoroughly of the exact 
work of all professional societies, and certainly every one who has ever 
heard of the work of the American Society recognizes the genuine service it 
has rendered and is rendering the certified public accountant. 

In conclusion, the book appeals to me as one which may very profitably be 
used as a basis for instruction. If an instructor does not agree with all 
points, he may easily supplement or amend the statements or, if necessary, 
substitute his own ideas and working plans. 

F. H. ELWELL 
Uniwersity of Wisconsin 


Foreign Exchange Accounting, by CHRISTIAN DgorvuP. Prentice-Hall, Inc., 
New York, 1926. xiv, 406 pp. 


This book is the most practical treatise on problems of procedure in foreign 
exchange which has come to our attention, and it evidences first hand and 
broad experience in this field on the part of Mr. Djorup. In the introduction 
he implies that his aim was to fill the “long need for a practical book with 
rules and suggestious for the proper recording of transactions in foreign 
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exchange” and he has realized his purpose with a high degree of success. 

The book is divided into two main sections, the first entitled “Foreign 
Exchange Theory and Practice” and the second, “Foreign HExchange Ac- 
counting.” Despite its title, Part I is devoted almost exclusively to the 
practice rather than the theory of foreign exchange problems and trans- 
actions. After a concise but discriminative definition of the term “foreign - 
exchange” in its several applications, the author plunges at once into a 
description of the monetary systems of the world with information brought 
down to 1926. Most useful information is recorded here and, while it may 
soon grow out of date with conditions changing so rapidly, it adds materially 
to the reference value of the book. There follow adequate descriptions of 
the instruments of foreign exchange and of practices in the exchange market 
and in the foreign departments of banking institutions. Frequent sidelights 
and suggestions born of intimate knowledge add to the practical value of the 
book; for example: the caution that unissued travelers’ checks in hands 
of country banks and agencies should be considered as cash, kept in secure 
custody, and frequently checked up; also the discussion of the dangers at- 
tendant on the clearance and open-contract privileges which some banks 
allow brokers and which enable the brokers to take positions or to execute 
transactions in the exchange market for their own account without disclosing 
the facts. 

Chapters in foreign exchange arithmetic and short cuts of calculation, 
quotations and rate reductions, and methods of conversion and arbitrage cal- 
culations, all replete with problems and examples, make up the balance 
of the first half of the volume. Some of the short cuts suggested and methods 
of setting up arithmetic examples are of particular interest. 

Part II describes in detail accounting systems in general use by the foreign 
departments of banking houses. There is much diversity in the types of 
accounts maintained in this country for foreign exchange transactions in- 
asmuch as they have generally been devised to follow methods used in various 
foreign countries. The author indicates the methods he considers best, but 
in addition sets forth numerous different systems and types of records which 
the accountant will find in American financial institutions. This second half 
of the book contains many reproductions of forms actually employed by some 
of the best known foreign banking offices in the country. The data are 
set forth in detail and would be confusing for the average elementary student 
of the principles of foreign exchange, but they are of value to men con- 
trolling the records of foreign departments who are interested in follow- 
ing the best possible methods and to professional accountants engaged in the 
review or installation of accounting systems for foreign departments. The 
glossary of technical words and abbreviations appended to the book provides 
valuable and carefully stated reference matter. 

What is the value of this volume as a textbook for classes being instructed 
in the theory and practice of foreign exchange? Undoubtedly the instructor 
will find it inadequate as the basis of a course of study covering the prin- 
ciples of the foreign banking field of business. The economic theory under- 
lying foreign exchange and transactions outside of customary routine and 
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normal conditions are not sufficiently covered for this purpose. Discussion 
of principles was evidently not comprised in the aim of the author. However, 
the book should be of collateral use to instructors. It is eminently concrete 
in its treatment of each phase of the matter. The problems and examples 
are based on actual transactions and records and the methods suggested for 
solving problems and for keeping accounts are helpful and definitely de- 
scribed. The arrangement is logical and orderly, and the author is to be 
complimented for his conciseness of statement and for his ability to describe 
complicated transactions without vagueness or undue technicality of language. 
Further, while the subject matter is necessarily technical, the book may be 
used or referred to profitably by those outside the immediate field of foreign 
banking. 


DoNALD P. 
Lybrand, Ross Bros. and Montgomery 


Municipal Budget Making, by R. EMmett Taytor. The University of Chicago 
Press, Chicago, 1925. xiii, 233 pp. 


This work by Mr. Tayior is based on a personal visit to about twenty cities 
and a study of questionnaires returned by forty-six other municipalities of 
various sizes and representing various forms of city government. The author, 
therefore, was in a position to write authoritatively on the practice of budget 
making in a sufficient number of American cities to give a fairly accurate 
cross-section of budget practice. This he has done in an excellent manner. 

Seven of the eleven chapters deal almost entirely with the mechanical 
side of budget making and show how it varies from city to city. While 
the material is presented in an interesting manner the reviewer fears that 
the reader may learn what various cities are doing and still be in a maze 
as to how it should be done. 

Chapters II and XI alone would justify a wide reading of the book. In 
the former, which is entitled ‘““‘The Budget as a Means of Control,” the author 
has capably discussed the subject. On page 17 he clearly states the important 
problem as follows: “Before a representative body can do much toward 
positive control, it must have at hand a satisfactory system of accounts, 
statistical data suitable for reporting purposes, and, finally, standards by 
which the efficiency or inefficiency of a department’s performances may be 
judged.” Chapter XI is entitled “The Development of Municipal Budgets.” 
Here are considered the essentials of municipal budget making with appro- 
priate treatment. These essentials, for which the author predicts rapid 
strides in the future, are as follows: (1) greater responsibility; (2) more 
competent staff assistance; (3) more definite budget information; (4) a uni- 
form financial calendar; (5) a complete budget plan; (6) a work program; 
(7) uniform budget classification; (8) a representative legislative body; 
(9) flexible appropriation ordinances; (10) few changes in the adopted 
budget; (11) publicity on the budget; (12) more effective control in the 
execution of the budget; (13) measuring results; and (14) proper procedure 
in the installation of city budgets. 

The wide variations in budget making among cities will convince the 
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reader that many cities are still groping in the dark and have budgets in 
name only. This is emphasized by the data on page 191 from which it may 
be deduced that the provision for contingent or reserve funds for emergencies 
vary from a cent and a half to over a dollar per capita. From the recorded 
practices of these cities one may learn what not to do as well as what to do. 

It, is feared that aside from the two chapters especially mentioned one 
will feel that the author would have made a more valuable contribution to 
the important subject of budget making had he confined his study to fewer 
cities and made a more intensive study of results under various practices, 
thereby enabling him more adequately to back his conclusions with facts. 
For instance, page 167 contains the statement that “in 1913 the small town 
of Ossining, in New York state, held a budget exhibit with very gratifying 
results.” As to what the “gratifying results” were is left entirely to con- 
jecture and the reader wonders why, if the results were gratifying, the 
exhibits were not continued. 

So far as Mr. Taylor has gone he has made a worthwhile contribution to 
the subject and has opened up new channels that should be further developed. 
Municipal administrators with budget responsibilities and students of munic- 
ipal government will find his work both readable and instructive. 


CLARENCE BE. RIDLEY 
Syracuse University 


Accounting for Universities, by Hart L. WasHBuRN. The Ronald Press Com- 
pany, New York, 1926. viii, 126 pp. 


This book will prove an aid to those who are at present in charge of bus- 
iness operations of educational institutions and to those who may in the 
future assume such responsibilities. The slow process of becoming acquainted 
with the various functions of business administration in an educational 
institution will be much accelerated by the assistance of Mr. Washburn’s book. 

The book goes into a bit more detail than the average business executive 
would require, and certain conclusions would not necessarily be subscribed 
to. For example, “profits realized on securities of pooled funds” would not 
generally be credited to the funds themselves but rather to an endowment 
reserve, which, in turn, provides insurance against losses in the investment 
list and is, therefore, a protection to all of the funds. Mr. Washburn’s plan 
indicates that these funds should individually receive the benefit of the 
direct work of the finance or other committees, who invest the proceeds. The 
plan of setting up an endowment reserve, as indicated, is the more generally 
accepted practice. 

Regardless of individual differences, however, it is fair to say that the 
book is another contribution to the information through literature and 
experience that is being made available to business officers of universities by 
the free exchange of ideas through magazine articles, meetings, and cor- 
respondence. For such contribution Mr. Washburn deserves the thanks of 
all persons interested. 


Horace S. Forp 
Massachuseits Institute of Technology 


UNIVERSITY NOTES 


UNIVERSITY OF CALIFORNIA (BERKELEY) 


Professor H. R. Hatfield is on sabbatical leave from January to July 
this year. He is spending the time doing further research in the early history 
of bookkeeping and accounting. 

Mr. Lewis Lilly, C. P. A., will conduct the elmentary course in accounting 
in the absence of Professor Hatfield. Mr. Lilly was formerly a member of 
the summer session of Northwestern University and will also be associated 
with the firm of McLaren, Goode and Co., San Francisco. 


Brown UNIVERSITY 


The Department of Economics is offering four graduate fellowships for 
the year 1927-1928, which are open to graduates of any college who have 
majored in economics or business administration. 

Professor J. P. Adams will offer a course in public utility regulation at 
the summer session of Northwestern University and will also be associated 
with the research activities of the Institute for Research in Land Hconomics 
and Public Utilities. 


UNIVERSITY OF CINCINNATI 


Dr. Francis Bird, formerly with the United Typothetae of America, has 
been appointed chairman of the commerce department. Mr. Bird will con- 
duct the courses in labor and supervise research among commerce students. 
Thesis work will this year be begun in the junior year under faculty super- 
vision and instruction. 

Mr. W. A. Baude has been appointed associate professor of commerce, and 
will devote his time to the teaching of engineers in economics and manage- 
ment. Mr. Baude holds degrees in both chemistry and commerce. 


INDIANA UNIVERSITY 


A reorganization of the accounting courses is under way. Beginning ac- 
counting will be advanced to the sophomore year and will be put on the 
case basis. 

A questionnaire submitted to all graduates of the School of Commerce 
indicates that accounting is considered by them the most useful subject taken 
while in college. 

Mr. Prickett has just completed a two-year study of preliminary account- 
ing preparation in the high schools of Indiana, INinois, and Ohio. 

A chapter of the N. A. C. A. has just been established in Indianapolis with 
which the University hopes to cooperate. 


UNIVERSITY OF ILLINOIS 


Mr. Howard E. Crawford of the University of Kansas has been added to 
the staff for the second semester. Mr. H. H. Baily is arranging for leave of 
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absence next year which he expects to spend in travel and study in Burope. 

The Bureau of Business Research has recently published a bulletin on 
“The Natural Business Year” based on extended inquiry among accountants, 
bankers, and business men. The bulletin may be had without charge. 

The non-certified accountants of Illinois have introduced another account- 
ing bill in the legislature. The law passed at the last session of the legislature 
was declared unconstitutional by the courts and the new bill is intended to 
eliminate the objectionable features of that measure. Among other things, 
the bill provides for restriction of practice, reciprocity, privileged commun- 
ication, and a waiver clause for admission of present practicing accountant- 
ants to registration. 


LASALLE EXTENSION UNIVERSITY 


Mr. W. B. Castenholz has just completed the revision of his text on “Audit- 
ing Procedure,’ and the revised book will be off the press in March. Mr. 
Castenholz spoke before the Boston chapter of the N. A. C. A. on “The Proper 
Treatment of Distribution Costs.” Mr. EB. L. Theiss is conducting a special 
class in accounting for the sales force of the Horders stationery stores. 

The resident school in accountancy has a present enrollment of 350 and 
is giving a full curriculum, including courses in cost accounting, auditing, 
accounting systems, income tax, and C. P. A. coaching. 


UNIVERSITY OF MINNESOTA 


Under cooperative arrangements with a number of leading Twin City 
public accountants, ten seniors in the accounting course are being employed 
as junior acountants during the winter quarter. They will return to the 
University for the spring and summer quarters to complete work for their 
degrees. The arrangement has so far proved eminently satisfactory from 
the students’ standpoint and the employing accountants have expressed 
themselves as well satisfied with the quality of the work done by the stu- 
dents. They have been given in most cases excellent opportunities to observe 
and aid in the progress of representative audits and the accountants have been 
exceedingly willing to allow them every opportunity to learn as well as earn. 
The Department hopes to enlarge the opportunities for this type of expe- 
rience next year. 

Two new bills affecting the accounting profession are being considered by 
the present legislature. One of these seeks to award C., P. A. certificates to 
war veterans who have pursued a course in accounting in regularly organized 
schools of accountancy without the usual experience requirements and without 
examination. The second bill would authorize state departments to dispense 
with their usual examinations of any organization which can present a cer- 
tificate of audit by a certified public accountant. The professed purp:se of 
the bill is to eliminate the expense of double examination and to relieve the 
state departments of certain work. The uncertified accountants of the state 
are opposing the measure because of its restrictive character and because of 
the requirement of an arbitrary bond of $50,000 as a guarantee of faithful 
service. A public hearing will be conducted shortly. 


THE AMERICAN ASSOCIATION OF UNIVERSITY 
INSTRUCTORS IN ACCOUNTING 


PROCEEDINGS OF THE ELEVENTH ANNUAL CONVENTION 


St. Louis, Mo., December 28 and 29, 1926 


ProGRaM SESSIONS 


Program meetings of the convention were held on the morning and after- 
noon of December 28 and December 29, At the first of these, after some 
introductory remarks by President Filbey, papers were read by Messrs. 
Harry Thom of Northwestern University, R. G. H. Smails of Queens Uni- 
versity, Lloyd Morey of the University of Illinois, and C. R. Rorem of the 
University of Chicago. A brief discussion of these papers was entered into 
by Messrs. W. S. Krebs of Washington University, H. H. Finney of North- 
western University, DR Scott of the University of Missouri, T. J. Reedy 
of Loyola University, F. E. Ross of the University of Michigan, J. C. Gib- 
son of the University of Wisconsin, E. A. Saliers of Northwestern Univer- 
sity, and BE. L. Kohler of Northwestern University. 

The second program meeting was devoted to‘a consideration of the general 
topic of “The Teaching of Accounting—Its Purposes and Methods.” Papers 
bearing on this subject were read by Messrs, Frank C. Belser of Price, Water- 
house and Company, A.. W. Douglas of the Winchester-Simmons Corporation, 
Dean Isidor Loeb of Washington University, Howard S. Noble of the Uni- 
versity of California, Southern Branch, Leslie T. Tupy of the University of 
Kansas, Sidney G. Winter of the State University of Iowa, A. H. Rosen- 
kampff of New York University, and A. D. Henderson of Antioch College. 
Papers by G. A. MacFarland of the University of Pennsylvania and BEB. I. 
Fjeld of the University of Colorado were also read to the meeting although 
their authors were unavoidably absent. The program concluded with a paper 
on “The Growth of Instruction in Accounting in American Colleges and Uni- 
versities since 1900” by Mr. C. EB. Allen of the University of Illinois. 

The third program session was given over to a general discussion of “The 
Proper Treatment of Distribution Costs,” this part of the program being 
under the direction of Mr. W. B. Castenholz of LaSalle Extension Univer- 
sity. Papers were read by Messrs. Castenholz, J. R. Hilgert of the Univer- 
sity of Illinois, W. A. Paton of the University of Michigan, and William 
F. Woodbury of the Wahl Company. Reading of the papers was followed by 
a discussion entered into by Messrs. J. C. Gibson of the University of Wis- 
consin, J. Hugh Jackson of Harvard University, DR Scott of the University 
of Missouri, A. C. Littleton of the University of Illinois, C. R. Rorem of the 
University of Chicago, H. T. Scovill of the University of Illinois, and T. J. 
Reedy of Loyola University. 

The fourth program session consisted of papers by Messrs. Paul C. Taylor 
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of the University of Kentucky, A. C. Littleton of the University of Illinois, 
J. B. Taylor of the University of North Dakota, and O. R. Martin of the 
University of Nebraska. Mr. Martin’s paper dealing with the treatment of 
capital surplus arising from the revaluation of fixed assets promoted so much 
discussion that it was suggested that the subject be placed on the program 
again at the next convention. 

A dinner meeting of the convention was held at the Statler Hotel on 
Tuesday evening but no program was presented. 


Business MEETING 


The convention assembled in business session December 29, 1926, at 5 P. 
M., and was called to order by President Filbey with about fifty members 
present. The secretary was called on for his report, which was read, ac- 
cepted, and placed on file, a copy being appended to these minutes. 

It was voted that the first two of the secretary’s three recommendations 
(viz., as to the Membership Committee and the price of THE ACCOUNT- 
ING REVIEW) be referred to the new Bxecutive Committee of the Associ- 
ation with power to act. The report of the Auditing Committee was then 
read, accepted, and placed on file. No report was received from the Com- 
mittee on Constitution and By-Laws. A brief verbal report was presented 
by Mr. Paton for the Committee on Publications, in which it was stated that 
THE ACCOUNTING REVIEW speaks for itself, and that it is thought 
probable that material of about the same caliber can be obtained for future 
issues. At the suggestion of the president the Association voted at this point 
to continue publication of the REVIEW and unanimously reelected Mr. Paton 
as editor. 


A brief verbal report was presented by Mr. Scovill for the Committee on 
Membership in which he asked members to furnish a list of accounting 
teachers in their institutions and also endorsed the secretary’s recommenda- 
tion for a large membership committee. A report from the Committee on 
Cooperation with the American Institute of Accountants was read by Mr. J. 
H. Jackson and is appended to these minutes. 

No report was furnished by the Committee on Cooperation with the Na- 
tional Association of Cost Accountants. The president furnished a brief 
verbal report on behalf of Mr. Elwell for the Committee on Cooperation with 
the American Society of Certified Public Accountants, reporting progress and 
expecting continuation of the work. A similar report was furnished on be- 
half of Mr. Wildman for the Committee on Research. 

The president next raised the question of the place and time of the next 
annual meeting. It was voted by the convention to leave the decision on 
this question to the Executive Committee. The president then outlined the 
action of the retiring Executive Committee in connection with allowing an 
honorarium to the editor and secretary, accepting some advertising from 
book publishers for THE ACCOUNTING REVIEW, and continuing the dues 
for 1927 at the rate of $4.00 per year. The convention voted to approve the 
action of the Executive Committee in respect to these items. 

An announcement was then made in regard to a new magazine, “The 
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American Accountant,” to be published by Mr. Homer S. Pace. It was stated 
by Mr. Arthur R. Tucker, managing editor of this new magazine, that the 
publication would be of such a character as not to duplicate any work now 
being done by THE ACCOUNTING REVIEW, and he promised for Mr. 
Pace continued cooperation in the work of The University Instructors in 
Accounting. 


The Committee on Resolutions offered two motions, the first extending 
thanks to the officers of the Association, particularly the editor of THE AC- 
COUNTING REVIEW, for their services during the past year, and the 
second thanking the members of the St. Louis Committee on Arrangements 
for their successful handling of the convention. These resolutions were 
unanimously adopted. At the same time it was voted to send a telegram 
to Mr. Elwell expressing regret at his absence from the convention after 
attendance at ten consecutive sessions. A motion was then presented direct- 
ing the secretary to discontinue mailing THE ACCOUNTING REVIEW to 
any members whose dues for 1927 remained unpaid on June first. The sec- 
retary asked that the motion be changed to one authorizing rather than 
directing that this be done in order to avoid an unreasonable amount of 
clerical work. It was voted to leave the matter in the hands of the Exec- 
utive Committee with power to act. 

The Committee on Nominations, headed by Mr. Scovill, then reported that 
in conformity with precedent it would place in nomination for the presidency 
the senior vice-president, Mr. W. S. Krebs of, Washington University, after 
stating the assumption that Mr. J. Hugh Jackson of Harvard University and 
Mr. David Himmelb/au of Northwestern University would continue to serve 
as vice-presidents according to the terms of their original election to that 
office. The report then presented the nominations of Arthur H. Rosenkampff 
of New York University to be the third vice-president of the Association and 
Howard C. Greer of Ohio State University to be secretary-treasurer. No 
other nominations were made and it was unanimously voted by the con- 
vention that the secretary cast a white ballot for the nominations designated. 

After a few remarks in which he expressed his pleasure at having been 
able to serve the Association, Mr. Filbey then retired as president and Mr. 
Krebs took the presiding officer’s chair. His introductory remarks were also 
very brief, and, there being no other business to come before the meeting, it 
was adjourned at 5:45 P. M. 


REPORT OF THE SECRETARY-TREASURER 


The report of the Secretary-Treasurer for the year 1926 covers the ad- 
ministration of two individuals who have held this office during the year. 
Professor G. W. Eckelberry of Ohio State University was elected to the 
office at the last annual convention and served until July 1, 1926, when his 
appointment to an administrative position in the University made it im- 
possible for him to continue this work. At his suggestion the Hxecutive 
Committee of the Association appointed the undersigned to fill out his term. 
The schedules and tabulations attached cover the entire year, however, no 
distinction being made between the accounts of the two officers. 
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As was to be expected, when the expanded publication program of the 
Association was undertaken at the beginning of this year, the work of 
the Secretary’s office has consumed more time and involved greater expense 
than ever before. The number of members of the Association has increased 
and a fair number of subscriptions has been received from non-members. A 
good deal of effort has been put forth to interest people in THE ACCOUNT- 
ING REVIEW and while the campaign has not met with outstanding success, 
it is believed that it will produce greater results each year. Active coopera- 
tion on the part of the membership is necessary if THE ACCOUNTING 
REVIEW is to be brought to the attention of people who would be interested 
in subseribing. The Secretary’s office can send out form letters to selected 
lists, but an ounce of personal contact is worth a pound of impersonal ad- 
vertising matter in a case like this. 

The total cash receipts of the Association for the year have been slightly 
in excess of $2,000, or almost double the sum handled by the treasurer for 
the year 1925. Total cash payments have also materially increased in 
amount, but it has been possible in spite of that fact to complete the year 
with a slightly larger bank balance than was on hand at the beginning. It 
is the feeling of your Secretary-Treasurer that the Association should plan 
to maintain a balance of at least $1,000 as a reserve to insure the continuance 
of the publication of THE ACCOUNTING REVIEW. 

The number of new members secured for the Association this year is very 
gratifying; the active work of the Membership Committee and several other 
members of the organization has been very productive. There have been, 
however, a disappointingly large number of voluntary and involuntary resig- 
nations during the year so that the net increase in membership is not as 
great as it should be. 

From his observation of the affairs of the Association during the past six 
months, your Secretary-Treasurer would like to make the following specific 
recommendations as to future policies of the Association: 


1. That the work of securing new members and new subscribers to THE 
ACCOUNTING REVIEW be placed under the direction of a somewhat larger 
committee, selected so as to represent all sections of the country, making 
it possible for the secretary to cultivate each territory in cooperation with 
some man on the ground who can give advice as to solicitation of new mem- 
berships, subscriptions, etc. It would seem that the Association could afford 
to pay all expenses for postage and clerical work if the members selected 
will give their time and effort to establishing personal contacts, furnishing 
mailing lists, etc. 

2. That the annual subscription rate of THE ACCOUNTING REVIEW 
be reduced to $4.00 a year and that single copies be sold for $1.00 each. The 
present price is so high as to discourage many who are interested in the 
magazine. 

8. That further consideration be given to changing the name of the As- 
sociation to The American Accounting Association or some similar term less 
cumbersome than the present name. 


Tables are attached showing the changes in membership in the Association, 
particulars of non-member subscriptions to THE ACCOUNTING REVIEW, 
cash receipts and disbursements for the year, income and expense for the 
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year, and a statement of the financial condition of the Association at the 
present time. There is also included a table giving comparative figures on 
the operations of the Association in recent years, indicating the growth and 
change in its operations. 

It should be noted that all of the figures contained in this report and in 
the attached tabulations are based on the conditions which existed prior to 
this convention and to the action of the Executive Committee in voting an 
honorarium to the editor and secretary for their work during the past year. 
The aggregate of these honoraria is $375. If included in the statements 
for 1926 the effect would be to convert the net income from operations into 
a deficit of approximately $200 and to reduce the net equity of the As- 
sociation at the end of the year from $1,234.16 to $859.16. The statements 
have not been altered to show these amounts, since they were voted after 
the conclusion of the report and the closing of the books for the year. 

Respectfully submitted, 
Howarp C. GREER, 
Secretary-Treasurer 


Report of Membership 


Membership—December 26, 1925 
Enrolled during 1926 


Membership—December 24, 1926 


Net Increase 
Statement of Dues 


Dues Receivable—December 23, 1925 
Dues Assessed in 1926 (577 members) 


To be Collected in 1926 
Received in 1926, per Cash Statement 
Add: 1926 Dues Paid in 1925 


Dues Uncollected 
Bad Debts Written Off in 1926 (54 members resigned or dropped 
from rolls during year) 


Dues Receivable—December 24, 1926 


Resignations (voluntary and involuntary during) 1926 .............0.0.000000..... 
Deduct: Refunds on Overpayments ..................0.cccccccseeeeeeeeseees 5.00 
402.00 
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Statement of Subscriptions 


Magazine Subscriptions (one year or more) 
Magazine Sales (single copies) 
Sales of Proceedings (back numbers) 


Balance Receivable—December 24, 1926 


Unearned Income on Subscriptions for Future Periods 
Statement of Cash Receipts and Payments 


Balance on Hand—December 23, 1926 


Receipts in 1926: 
Dues for Year 1926 
Dues for Prior Years 
Subscriptions to Magazine and Sales of Proceedings 347.50 
Interest 


Total Receipts 


Total Cash Available 
Payments in 1926: 
Magazine—Printing 


—Clerical 
General—Printing 


—Clerical 
Convention Expenses—1925 
Refunds on Dues Overpaid 


Total Payments 


Balance on Hand—December 24, 1926 


Represented as follows: 
Checking Account—City National Bank, Columbus 
Savings Account— ” 
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Statement of Income and Expense 


Income 
Dues Assessed During Year 
Magazine Subscriptions and Sales 
Interest 


Expense 
Magazine 
General 
Convention—1925 
Addition to Bad Debts Reserve 


Net Income from Operations 


Balance Sheet—December 24, 1926 
Resources 
Cash in Bank 
Receivables : 


Liabilities and Net Equity 
Accounts Payable (none) 
Subscriptions Received in Advance 
Equity of Association : 
Balance at December 23, 1925 


Net Increase (as per Statement of Income 
and Expense) 


Balance at December 24, 1926 


80 
$1,474.01 
388.60 
139.71 
402.00 
100.00 
$ 652.00 
Less: Allowance for Uncollectibles ................. 300.00 
352.00 i 
83.75 
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Comparative Data on Membership, Resources, Etc. 


No. Members Total Cash . Net Worth 
(End of Year) Receipts for Year (End of Year) 
122 . $ 183.17 
226 . 337.68 
348 546.03 
415 . 811.54 
434 1,035.76 1,115.99 
465 1,177.71 1,045.64 
523 2,123.59 1,234.16 


ACTION OF THE BPXECUTIVE COMMITTEE 


The Executive Committee of the Association met Tuesday evening, De- 
cember 28, 1926, with all members present. The secretary was asked to make 
a brief report of the financial condition of the Association. When he had 
done so it was moved and seconded to allow an honorarium of $250 to Mr. 
Ww. A. Paton for his services as editor of THE ACCOUNTING REVIEW 
during 1926, $125 to Mr. Howard ©. Greer for his services as secretary 
during the last half of the year, and such amount as should be agreed upon 
by the new Executive Committee in consultation with Mr. G. W. Eckelberry 
as compensation for his services as secretary during the first half of 1926. 
Mr. Greer suggested that these amounts were somewhat larger than the 
Association could well afford at the present time and both he and Mr. Paton 
abstained from voting on the motion, which was unanimously passed by 
the remaining members of the Committee. 

It was then moved that a limited amount of high grade advertising be 
accepted from book publishers by THE ACCOUNTING REVIEW and that 
any advertisements other than those of textbooks be approved by the BExec- 
utive Committee before insertion. This motion was also unanimously passed 
and the secretary was directed to secure information regarding advertising 
rates in other publications of a similar character. 

Some question was then raised as to the advisability of increasing the 
annual dues for 1927, but after a brief discussion it was decided to allow 
them to remain at $4.00 for at least one more year. The Committee then 
adjourned without further action. 


Report OF THE COMMITTEE ON COOPERATION WITH THE 
AMERICAN INSTITUTE OF ACCOUNTANTS 


The Committee on Cooperation with the American Institute of Accountants 
regrets to report that little or nothing has been accomplished during the past 
year. Only one or two matters have arisen in which the Committee thought 
it might aid, but in these the Committee’s offer of assistance to the Institute 
committees did not result in anything being accomplished. 

The members of the Committee have even considered the advisability of 
recommending that the Committee be discontinued, and at least two of its 
members have recommended without qualification that this be done. Recent- 
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ly, however, Mr. Wildman, Chairman of the Committee on Education of the 
American Institute of Accountants, has suggested that as soon as his Com- 
mitte has its plans somewhat further developed, the two Committees should 
be able to cooperate to the mutual benefit of the respective associations. 
We recommend, therefore, that the Committee be continued, and we venture 
to hope that its activities may, in conjunction with those of the Institute 
Committee on Education, prove not only of interest to accountants, but also 
of service to the cause of accountancy education. 
Respectfully submitted, 

H. A. FINNEY 

W. J. GoaGiIn 

Davin HIMMELBLAU 

R. H. MontcoMEry 

Ross G. WALKER 

JoHN R. WILDMAN 

J. Huen Jackson, Chairman 


REPORT OF THE COMMITTEE ON NOMINATIONS 


Following a well-established precedent of this Association with respect 
to a president’s- not succeeding himself in office, and when feasible with 
respect to a fairly general practice of recognizing the vice-president with 
the longest record of faithful service and other excellent qualifications as 
the most logical candidate for the presidency, your Nominating Committee 
presents the following members for the positions named for the year 1927: 

President—William Krebs 
Vice-President—Arthur H. Rosenkampff 
Secretary-Treasurer—Howard C. Greer 

It is understood by your Committee that Messrs. J. Hugh Jackson and 
David Himmelblau are to continue to serve as vice-presidents in accordance 
with the terms of their election at previous meetings. 

Respectfully submitted, 
H. A, FINNEY 
A. PaTon 
A. H. RoseNKAMPFF 
L. T. Toupy 
H. T. Chairman 


Report oF AUDITING COMMITTEE 


We have examined the books and records of the Secretary-Treasurer of 
The American Association of University Instructors in Accounting for the 
fiscal year ending December 24, 1926, and we CERTIFY that, in our opinion, 
the financial exhibits of the Secretary-Treasurer reflect accurately the finan- 
cial position of the Association on December 24, 1926, and the results from 
operations for the year ending that date. 

DR Scorr 
S. G. WINTER 
BH. L. Chairman 


= 


MEMBERSHIP LIST 
As of March 1, 1927 


Ackerman, S. B., 90 Trinity Place, New York City; New York University 

Ackerman, William B., 84 BE. Randolph St., Chicago, Ili.; De Paul University 

Adams, James P., 299 Doyle Ave., Providence, R. I.; Brown University 

Aitken, William, 308 Royal Bank Bldg., Winnipeg, Manitoba, Canada; Uni- 
versity of Manitoba 

Allen, C. E., 117 Commerce Bldg., University of Illinois, Urbana, Il. 

Alm, I. W., 1116 Fifth St., S. E., Minneapolis, Minn.; University of Minnesota 

Amidon, L. Cleveland, Hudson View Gardens, 83d & Pinehurst, New York 
City; New York University 

Anderson, A. E., Commerce Bldg., Northwestern University, Chicago, Ill. 

Anderson, J. A., 903 S. Race St., Urbana Ill.; Urbana High School 

Andrews, T. Coleman, P. O. Box 756, Richmond, Va.; T. Coleman Andrews 
& Co. 

Antle, Lloyd L., 172 W. North Avenue, Atlanta, Ga.; Georgia School of 
Technology 

Armbruster, Adolph H., 1823 Yale Sta., New Haven, Conn.; Yale University 

Arndt, Edmund G., 84 B. Randolph St., Chicago, Ill.; De Paul University 

Ayars, Robert D., 3620 Terrace St., Pittsburgh, Pa.; University of Pittsburgh 


Bacas, P. E., 110 William St., New York City; New York University 

Bachman, John J., 721 Merchants Bank Bldg., St. Paul, Minn.; Bishop, Briss- 
man & Co. 

Bacon, Albert T., Room 905, 208 S. LaSalle St., Chicago, Ill.; Albert T. 
Bacon & Co. 

Bagliano, Cesare, Via Trotti 40, Alessandria, Italy; Instituto Tecnico 
Superiore 

Baily, H. H., 118 Commerce Bldg., University of Illinois, Urbana, Ill. 

Baird, John H., 723 National City Bank Bldg., Cleveland, Ohio; Waite & Co. 

Ball, Lee C., 634 N. 12th St., Corvallis, Ore.; Oregon State Agricultural College 

Bamberg, William H., Commerce Bldg., Ohio State University, Columbus, Ohio 

Barlow, Albert J., University, Va.; University of Virginia 

Barr, A. Jr., Box 1893 Yale Sta., New Haven, Conn.; Yale University 

Bates, Dlijah, 2512 Lee Road, Cleveland Heights, Cleveland, Ohio 

Baumann, Harry P., 208 S. LaSalle St., Chicago, Ill. ; Northwestern University 

Bayer, Walter A., 373 Jefferson Ave., Brooklyn, N. Y.; New York University 

Beale, Phoebe, 509 St. Louis St., Baton Rouge, La.; Louisiana State University 

Beatty, Willard C., Wesleyan Sta., Middletown, Conn. 

Beck, Paul H., 706 S. Lombard Ave., Oak Park, Ill.; Crane Junior College 
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Constitution 


CONSTITUTION 
ARTICLE I 


The name of this organization shall be The American Association of 
UNIVERSITY INSTRUCTORS IN ACCOUNTING: short title “UNIVER- 
SITY INSTRUCTORS IN ACCOUNTING.” 


ARTICLE II 


The objects of the Association shall be as follows: 


a) To further the advancement of education in accounting, particularly 
the development and refinement of the theory of accounting, content 
of accounting courses, and methods of instruction. 

b) To encourage practical research in accounting, especially theory and 
methods, the interpretation of accounting data, and the use of ac- 
counting statistics in related fields. 

ce) To develop media for the discussion of accounting subjects. 


d) To promote more intimate and cordial relations among instructors and 
others who are interested in the development of accounting. 


ARTICLE III 


There shall be two classes of members, active and associate. Active mem- 
bership shall be limited to those engaged in giving instruction in accounting 
in educational institutions of collegiate rank. Other persons interested in 
instruction in accounting may become associate members. Any active member 
who permanently discontinues his teaching work as aforesaid thereby shall 
become an associate member. Any associate member who undertakes teach- 
ing work as aforesaid shall thereby become an active member. 

Nominations for membership may be made to the Secretary-Treasurer by 
any member. Blection to membership shall be accomplished in such manner 
as the Executive Committee shall direct. 


ARTICLE IV 


The annual membership dues for both classes of members shall be $3.00, 
unless and until the Association undertakes the publication of any periodical 
beyond the proceedings, when the dues shall automatically become $5.00 from 
the beginning of the year in which such publication is undertaken. Annual 
dues shall become payable at the beginning of each calendar year. 

Any member who becomes two years in arrears, and who does not remit 
within thirty days after formal notfication of the provisions of this article, 
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shall be dropped from the roll by the Secretary-Treasurer, and may there 
be reinstated orly by action of the Executive Committe and payment 
arrears in full. 


ARTICLE V 


There shall be an annual meeting of the Association at such time 
place as the Executive Committee shall direct. There shall be such meetin 
of the Executive Committee as may be called by the President. 


ARTICLE VI 


The administration of the affairs of the Association as provided by # 

constitution and subsequent legislation shall be vested in an Executive 
mittee of the officers, who shall be a president, three vice-presidents, 
a secretary-treasurer, to be elected annually. The vice-presidents first ele 
shall hold office for terms of one, two, and three years, respectively. Y 
presidents thereafter elected shail hold office for three years. The ab 
provision for officers shall be deemed to cover the requirements in the 
tificate of incorporation as to trustees. 


ARTICLE VII 


Voting power in the Association and eligibility for office shall be restrict 
to the active members. 


ARTICLE VIII 


There shall be standing committees on constitution and by-laws, publ 
tions, and membership, and such other standing committees as shall be 
termined by the Executive Committee. Members of the first committee 


constitution and by-laws shall b appointed for terms of one, two, and thr . 


years, respectively. Subsequent appointments shall be for a period of 
years. All committee members shall be appointed by the president. The p 
ident shall be ex-officio members of all committees. 


ARTICLE IX 


This constitution may be amended by a two-thirds vote of the mem 


present and voting at any annual meeting, subsequent to confirmation by ® 


majority of those voting through a referendum mail vote. Proposed ame 
ments must be submitted by or through the Committee on Constitution 
By-laws and a written statement of any proposed amendment shall be m 


by the Secretary-Treasurer to each member at least thirty days prior to the 


date of the annual meeting. 
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